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ENERGY  POLICY  AND  CONSERVATION  ACT 

AMENDMENTS 


WEDNESDAY,  MAY  25,  1994 

House  of  Representatives, 
Committee  on  Energy  and  Commerce, 
Subcommittee  on  Energy  and  Power, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10  a.m.,  in  room 
2322,  Rayburn  House  Office  Building,  Hon.  Philip  R.  Sharp  (chair- 
man) presiding. 

Mr.  Sharp.  The  subcommittee  will  please  come  to  order.  We  are 
here  today  to  discuss  the  reauthorization  of  the  various  programs 
addressed  in  the  Energy  Policy  and  Conservation  Act,  better  known 
as  EPCA.  All  these  programs  aim  to  reduce  our  dependence  on  for- 
eign oil. 

Title  I  of  EPCA  creates  the  Strategic  Petroleum  Reserve.  As  we 
all  know,  the  SPR  has  not  reached  the  level  of  1  billion  barrels 
which  was  originally  contemplated  in  EPCA — though  it  has 
reached  the  considerable  size  of  590  million  barrels.  Furthermore, 
these  existing  reserves  of  oil  are  presenting  technological  difficul- 
ties— the  "hot  and  gassy"  oil  problem.  With  the  limited  amount  of 
funds  available,  what  should  we  do;  buy  more  oil  to  fill  the  160  mil- 
lion barrels  of  space  that  is  available  at  a  price  of  about  $3  billion. 
Or  should  we  fix  the  problems  of  temperature  and  gas  accumula- 
tions in  the  existing  reserve  at  a  price  of  tens  of  millions  of  dollars. 
Should  we  take  other  actions,  for  example,  on  the  regional  product 
reserve?  Or  try  to  expand  the  reserve  to  1  billion  barrels?  If  we 
want  to  buy  SPR  oil,  how  should  we  fund  it? 

Naturally,  as  people  will  recall,  we  sought  to  get  a  private  fund- 
ing system,  but  were  incapable  of  getting  the  political  support  to 
do  so  during  the  Energy  Policy  Act  consideration. 

EPCA  also  authorizes  U.S.  participation  in  the  International  En- 
ergy Agency's  emergency  oil-sharing  program.  We  will  take  a  look 
at  the  operation  of  this  program  and  its  relevance  in  today's  much 
more  decentralized  international  oil  markets.  It  does  seem  clear, 
however,  that  the  basic  reliance  in  the  lEA  on  oil-sharing  and  allo- 
cation seems  to  be  questionable  in  the  market  that  we  have  had 
in  the  1980's  and  1990's  as  the  central  operation  of  that  Agency's 
critical  work. 

Certainly  it  seems  that  this  chairman — and  I  know  it  is  a  grow- 
ing consensus — that  what  we  really  need  is  a  coordinated 
drawdown  policy  that  is  the  prime  policy  of  the  lEA  and  that  it  is 
possible  we  should  go  forward  with  an  oil  allocation  scheme  which 
gives  political  comfort  to  a  number  of  its  members.  But  that  reli- 
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ance  seems  to  be — ^the  reliance  on  that  as  the  mainstay  policy  of 
the  lEA  frankly  just  seems  to  be  passe  and  out  of  date,  given  the 
developments  in  the  market  and  the  various  policies  of  our  various 
governments. 

EPCA  also  produced  numerous  State  and  Federal  initiatives  to 
study  energy  consumption  and  find  the  most  economically  viable 
way  of  conserving  energy  or  converting  to  alternative  renewable  en- 
ergy sources.  For  a  relatively  small  sum  of  Federal  dollars,  we  are 
obtaining  substantial  private  investments  and  measurable  energy 
cost  savings;  all  of  these  funds  are  being  directed  toward  enhancing 
our  energy  security  and  reducing  our  energy  consumption.  What 
are  the  newest  achievements  of  the  State  Energy  Conservation  Pro- 
gram and  the  Institutional  Conservation  Program?  How  much  are 
we  saving? 

Finally,  EPCA  also  seeks  to  help  domestic  industries  by  facilitat- 
ing the  export  of  the  latest  technologies  in  renewable  energy  and 
energy  conservation  through  the  Councils  on  Renewable  Energy 
and  Energy  Efficient  Technologies,  known  as  CORRECT  and 
COEECT.  What  areas  of  U.S.  industry  are  benefiting  from  these 
Federal  programs?  Where  is  industry  finding  the  newest  overseas 
markets  for  these  technologies?  Are  these  agencies — do  they 
present  a  good  opportunity  for  U.S.  industry  in  the  opening  mar- 
kets of  the  Eastern  Europe  and  the  states  of  the  former  Soviet 
Union,  for  example?  Will  these  programs  enable  the  United  States 
to  be  in  the  forefront  of  developing  energy  efficient  technologies 
and  renewable  energy  use  in  these  countries,  as  we  hope? 

In  addition,  today  some  of  our  witnesses  will  comment  on  reau- 
thorizing the  Weatherization  Assistance  Program.  The  program 
was  originally  authorized  in  the  Energy  Conservation  and  Produc- 
tion Act,  or  CPA,  of  1976,  the  alliterative  sister  statute  to  EPCA. 
This  program  reduces  heating  and  cooling  costs  for  low-income 
families  by  improving  the  energy  efficiency  of  their  homes.  This  is 
a  program  that  saves  5  million  barrels  of  oil  each  year.  Reductions 
to  the  Low  Income  Home  Energy  Assistance  Program  threaten  this 
program  as  well,  and  the  subcommittee  looks  forward  to  hearing 
from  witnesses  how  they  view  this  program. 

Today  we  will  hear  from  witnesses  directly  involved  with  all  of 
these  programs.  We  hope  to  gain  a  better  understanding  of  the  ef- 
fectiveness of  these  programs  and  how  they  promote  the  goal  of  en- 
hancing the  Nation's  energy  security. 

With  that,  the  Chair  recognizes  the  distinguished  colleague  from 
Florida,  Mr.  Bilirakis. 

Mr.  Bilirakis.  Thank  you,  Mr.  Chairman,  and  thank  you,  of 
course,  for  holding  this  timely  hearing  on  extending  the  authoriza- 
tions for  the  energy  security  and  conservation  programs  contained 
in  the  Energy  Policy  and  Conservation  Act. 

I  have  been  up  here  for  12  years  and  still  cannot  get  over  all  the 
acronyms  that  we  have  in  this  government. 

Mr.  Sharp.  And  more  to  come. 

Mr.  Bilirakis.  And  more  to  come. 

I  believe  it  is  important  to  hold  hearings  like  this  to  examine 
whether  or  not  these  programs  are  accomplishing  their  goals  and 
doing  so  in  the  most  cost-effective  manner.  These  programs  cost 
millions  of  dollars  each  year,  as  we  know,  and  we  would  be  failing 


our  duty  to  the  American  people  if  we  did  not  engage  in  this  type 
of  review  to  assure  the  taxpayers'  money  is  being  spent  wisely. 

Overall,  I  am  satisfied  with  the  way  most  of  the  programs  we  are 
examining  today  are  proceeding;  however,  I  am  extremely  con- 
cerned about  the  manner  in  which  the  Weatherization  Program, 
under  the  Energy  Conservation  and  Production  Act,  has  been  ad- 
ministered. The  ECPA  Weatherization  Program  gives  funds  to  low- 
income  families  in  order  to  help  them  reduce  their  heating  or  cool- 
ing costs.  ECPA  requires  these  funds  be  allocated  to  the  States  ac- 
cording to  a  specific  formula. 

Moreover,  it  requires  that  the  formula  be  updated  each  year  to 
reflect  movement  in  the  population. 

My  understanding  is  that  how  this  formula  should  be  calculated 
is  in  dispute,  Mr.  Chairman,  and  that  the  current  formula  has  the 
effect  of  penalizing  southern  States;  and  certainly,  if  movement  of 
population  has  not  been  adequately  taken  into  consideration,  you 
can  see  where  that  penalty  is  certainly  of  concern.  It  has  been  esti- 
mated that  my  home  State  of  Florida  would  receive  an  additional 
$2.2  million  if  the  formula  was  changed. 

Mr.  Chairman,  I  believe  if  we  are  to  reauthorize  this  program, 
which  cost,  as  I  understand  it,  approximately  $200  million  last 
year,  we  must  assure  ourselves  that  it  is  not  being  applied  unfairly. 
The  low-income  residents  of  Florida  and  other  southern  States,  and 
others  that  may  not  be  southern  States,  certainly  should  not  be  pe- 
nalized through  misapplication  of  a  formula. 

Mr.  Chairman,  I  hope  we  will  be  able  to  work  together  to  resolve 
this  important  issue  prior  to  reauthorizing  the  program.  It  cer- 
tainly should  be  resolved. 

Thank  you. 

Mr.  Sharp.  Well,  I  thank  the  gentleman  for  his  testimony. 

The  Chair  now  is  extremely  pleased  to  welcome  Mr.  John  A. 
Riggs,  the  Principal  Deputy  Assistant  Secretary  for  Policy,  Plan- 
ning and  Evaluation.  As  our  colleagues  know,  Mr.  Riggs  was  the 
director  of  the  subcommittee  staff  for  a  number  of  years,  and  it  cer- 
tainly is  a  feather  in  the  cap  of  the  President  that  he  would  have 
the  wisdom  to  appoint  Jack  to  a  position  at  the  Department  of  En- 
ergy. I  am  sure  the  administration  will  find  that,  as  the  country 
will,  to  be  a  boon  to  its  programs. 

We  are  very  pleased  to  have  you  with  us  today  and  will  be  happy 
to  hear  your  testimony. 

STATEMENT  OF  JOHN  A.  RIGGS,  PRINCIPAL  DEPUTY  ASSIST- 
ANT SECRETARY  FOR  POLICY,  PLANNING,  AND  PROGRAM 
EVALUATION,  DEPARTMENT  OF  ENERGY 

Mr.  Riggs.  Thank  you,  Mr.  Chairman.  Thank  you  for  those  kind 
words.  It  does  feel  a  bit  like  a  homecoming.  I  know  the  rule,  and 
if  I  can  submit  my  statement  for  the  record,  I  would  be  happy  to 
try  to  summarize. 

Mr.  Sharp.  That  is  fine. 

Mr.  Riggs.  The  administration  proposal  is  to  extend  to  1999 
three  of  the  basic  elements  of  our  energy  policy,  the  Strategic  Pe- 
troleum Reserve,  our  international  cooperation  through  the  Inter- 
national Energy  Agency,  and  several  valuable  efficiency  and  renew- 


ables  programs  that  were  initially  authorized  in  the  Energy  Policy 
and  Conservation  Act. 

It  is  fashionable  among  some  groups  to  disparage  what  the  Con- 
gress did  in  the  1970's  in  response  to  the  first  and  the  second  en- 
ergy crises,  and  we  did  have  to  repeal  some  of  those  actions  during 
the  1980's,  such  as  the  Fuel  Use  Act  and  so  on.  But  some  things 
you  did  right,  and  I  think  EPCA  was  probably  the  prime  example. 

In  1975,  in  response  to  the  first  oil  crisis,  you  established  the 
Strategic  Petroleum  Reserve,  our  participation  in  the  International 
Energy  Agency,  and  several  efficiency  and  renewable  programs 
that  are  still  priorities  of  our  Government's  policy  today.  The  prin- 
ciples on  which  these  were  based  is  still  valid. 

First,  we  have  to  be  able  to  respond  to  short-term  energy  crises, 
and  the  drawdown  of  stocks  and  coordination  with  our  allies  are 
the  way  we  do  that.  Second,  we  need  to  deal  with  our  long-term 
supply  and  demand  imbalance  and  try  to  reduce  the  vulnerability 
of  our  economy  by  reducing  our  oil  use,  and  the  efficiency  and  re- 
newables  program  tackles  that  problem. 

Although  prices  are  low  now,  and  our  supplies  appear  to  be  ade- 
quate, none  of  the  three  previous  crises  were  anticipated;  the  Mid- 
east is  still  a  volatile  area,  and  we  are  more  than  ever  dependent 
on  the  Mideast  and  we  will  continue  to  be  so  as  oil  reserves  are 
increasingly  concentrated  there.  And  against  this  backdrop,  it  is 
critically  important  we  reauthorize  EPCA.  We  have  to  keep  our 
tools  sharp. 

Our  proposal  for  the  Strategic  Petroleum  Reserve  includes  sev- 
eral housekeeping  measures,  most  quite  minor.  It  is  an  opportunity 
to  remove  several  outdated  requirements  and  to  change  a  few  that 
are  somewhat  more  significant.  These  deal  with  the  Strategic  Pe- 
troleum Reserve  Plan  with  the  requirement  for  capacity  expansion, 
with  the  required  fill  rate,  and  with  alternative  financing  mecha- 
nisms. Let  me  deal  briefly  with  each  of  those. 

We  are  proposing  to  remove  the  requirement  for  submitting  a 
Strategic  Petroleum  Reserve  Plan.  Much  of  the  Plan  has  consisted 
of  requirements  for  how  to  build  the  reserve,  dates  by  which  we 
had  to  achieve  certain  milestones.  The  Plan  is  a  very  bureaucratic 
way  of  keeping  up  to  date  with  what  the  Department  is  doing.  It 
assumed  the  one-House  veto  that  was  in  effect  when  the  law  was 
passed.  It  no  longer  seems  to  be  a  very  efficient  way  to  try  and 
keep  the  Congress  informed  and  for  us  to  update  our  plans. 

One  part  of  the  plan  is  still  relevant  and  that  is  what  is  known 
as  Plan  Amendment  No.  4,  which  laid  out  the  distribution,  or 
drawdown  methods.  We  propose  to  make  that  policy,  drawdown 
through  competitive  sale,  a  part  of  the  statute  in  our  proposed  bill. 

As  you  know,  we  are  required  by  the  previous  law  to  submit  a 
Plan  amendment  for  how  we  would  expand  capacity  to  1  billion 
barrels.  The  budget  has  constrained  us  from  asking  for  and  the 
Congress  from  supplying  that  money.  It  is  quite  unlikely  that  in 
the  foreseeable  future  we  will  even  get  to  the  750-million-barrel  ca- 
pacity that  we  now  have. 

We  believe  that  if  we  lock  in  prematurely  to  a  plan  to  expand  ca- 
pacity to  1  billion  barrels,  the  Plan  may  be  obsolete  by  the  time  we 
are  able  to  use  it.  We  think  instead,  and  we  propose  in  our  legisla- 
tion, that  we  will  submit  to  the  Congress  a  plan  for  expanding  ca- 


pacity  to  1  billion  barrels  at  such  time  as  a  pattern  of  appropria- 
tions or  other  funding  shows  that  we  can  fill  the  750  million  bar- 
rels of  existing  capacity  within  5  years. 

The  third  element  that  we  propose  to  change  involves  the  statu- 
tory fill  rate.  The  law  now  requires  us  to  fill  at  a  rate  of  75,000 
barrels  of  oil  a  day.  Congress  has  had  to  waive  that  requirement 
in  the  appropriations  bills  for  the  last  several  years.  And  given  the 
constraints  on  funding,  we  suggest  that  the  requirement  be  deleted, 
and  also  that  we  delete  the  link  between  that  mandatory  fill  rate 
and  the  Naval  Petroleum  Reserve  sales  authorization,  the  so-called 
Elk  Hills  trigger. 

Finally,  there  is  a  provision  in  the  statute  now  dealing  with  al- 
ternative financing.  Given  the  difficulty  of  filling  the  Reserve  with 
regular  appropriations,  one  possibility  is  that  we  might  find  a  cre- 
ative "leasing"  arrangement  with  a  supplier.  But  there  is  a  require- 
ment that  any  such  arrangement  lie  before  the  Congress  for  30 
days  before  we  could  sign  a  contract,  and  that  lie-before  require- 
ment is  a  disincentive  for  any  of  our  potential  partners  to  reach 
some  agreement  with  us. 

There  is  also  a  possibility  that  if  that  30-day  requirement  fell 
during  a  congressional  recess  or  after  adjournment,  it  could  turn 
out  to  be  several  months,  and  that  could  make  it  difficult  to  reach 
such  an  arrangement. 

Title  II  of  EPCA  deals  with  the  International  Energy  Agency. 
Our  policy  here  has  been  for  many  years  to  rely  on  a  coordinated 
stockdraw  regardless  of  the  size  of  the  emergency.  The  sharing  sys- 
tem, as  you  mentioned  in  your  opening  statement,  Mr.  Chairman, 
we  believe  should  be  a  last  resort.  It  is  the  method  of  dealing  with 
an  emergency  that  is  specified  in  the  International  Energy  Pro- 
gram for  emergencies  of  more  than  a  7  percent  shortage. 

We  do  not  propose  to  change  section  251  of  EPCA,  which  allows 
us  to  allocate  oil  internationally  to  participate  in  an  emergency 
sharing  system.  Many  of  our  allies  do  take  comfort  in  the  existence 
of  that  system.  However,  we  are  working  within  the  IE  A  to  have 
accepted  as  their  policy  a  preference  for  coordinated  stockdraw  and 
complementary  measures  for  emergency  of  any  size.  Coordinated 
response  measures  would  be  our  first  response,  our  preferred  re- 
sponse in  any  situation,  and  sharing  would  only  be  a  last  resort. 

We  do  seek  an  amendment  to  section  252  of  EPCA.  That  is  the 
section  that  provides  the  antitrust  defense  for  oil  companies  who 
participate  in  the  emergency  sharing  system.  We  would  like  to  ex- 
tend that  antitrust  defense  to  the  companies  who  assist  the  lEA  in 
planning  and  implementing  a  coordinated  stockdraw. 

The  rules  for  such  participation  are  set  out  in  detail.  Our  pro- 
posal has  been  written  in  coordination  with  the  Justice  Department 
and  the  Federal  Trade  Commission.  The  participation  of  the  com- 
panies will  be  closely  monitored,  as  it  has  been  in  the  past.  There 
have  been  no  anti-competitive  problems  identified  so  far,  and  we 
believe  that  this  amendment  will  help  us  to  achieve  our  market- 
oriented  policy  for  dealing  with  emergencies. 

Finally,  the  provisions  on  efficiency  and  renewables  in  EPCA  and 
ECPA  are  all  simple  extensions  to  1999  of  the  existing  programs 
without  any  amendments  to  the  substance  of  those  authorizing 
statutes.  CORECT  and  COEECT  are  important  programs  to  en- 


courage  the  export  of  U.S.  technology  in  efficiency  and  renewables 
areas.  We  think  that  is  important,  both  in  terms  of  our  own  com- 
petitiveness abroad  and  in  terms  of  achieving  energy  security  and 
improvements  in  the  greenhouse  gas  emissions  situation  in  devel- 
oping countries. 

The  Institutional  Conservation  Program,  or  the  Schools  and  Hos- 
pitals Program,  which  provides  50-50  grants  for  audits  and  im- 
provements to  schools  and  hospitals  in  the  States  is  one  of  our 
most  successful  programs.  We  propose  to  authorize  that  without 
change. 

The  State  Energy  Conservation  Programs  provide  a  focus  for  a 
variety  of  energy  programs  in  the  States,  and  as  you  know,  in  the 
Energy  Policy  Act  of  1992,  the  role  of  the  States  was  strengthened 
in  many  areas  alternative  fuels,  renewables,  integrated  resource 
planning,  building  efficiency,  and  a  host  of  other  things.  We  believe 
it  is  important  that  the  program  for  providing  support  to  these 
State  energy  programs  be  continued. 

Finally,  the  Weatherization  Assistance  Program,  which  improves 
the  energy  efficiency  of  homes  of  low-income  and  elderly  people  and 
those  with  disabilities,  we  believe  that  is  an  important  program.  It 
is  a  win-win-win  program,  because  it  helps  the  needy  by  reducing 
their  utility  bills,  it  helps  provide  jobs  for  low-income  people  who 
do  the  weatherization,  and  it  increases  our  energy  security  to  the 
extent  that  we  can  reduce  expenditures  of  energy  in  our  homes. 

In  summary,  Mr.  Chairman,  these  programs  are  all  central  to 
our  national  energy  policy.  We  believe  they  are  working  well.  We 
look  to  you  for  guidance  on  ways  we  can  improve  them,  but  we  do 
urge  the  committee  to  pass  the  bill. 

Thank  you. 

[Testimony  resumes  on  p.  31.] 

[The  prepared  statement  and  responses  to  subcommittee  ques- 
tions of  Mr.  Riggs  follow:] 


STATEMENT  OF 

JOHN  A.  RIGGS 

PRINCIPAL  DEPUTY  ASSISTANT  SECRETARY 

POUCY  PLANNING  AND  PROGRAM  EVALUATION 

U.S.  DEPARTMENT  OF  ENERGY 

MR.  CHAIRMAN  AND  MEMBERS  OF  THE  COMMITTEE: 

I  am  Jack  Riggs,  Principal  Deputy  Assistant  Secretary  of  the  Office  of  Policy,  Planning 
and  Program  Evaluation  of  the  Department  of  Energy.  I  am  pleased  to  appear  before 
you  today  to  describe  the  Administration's  proposal  to  amend  and  extend  to 
September  30, 1999  certain  authorities  of  the  Energy  Policy  and  Cwwervation  Act 
(EPCA),  first  passed  in  1975,  which  will  otherwise  expire  on  September  30  of  this 
year. 

Programs  authorized  imder  EPCA  are  at  the  core  erf  our  nation's  energy  security. 
Today  the  price  of  oil  is  low  —  about  the  same  in  constant  dollars  as  it  was  twenty 
years  ago,  before  the  Arab  oil  embargo.  Relative  calm  prevails  in  the  oil  market,  but 
history  should  have  taught  us  that  this  situation  may  not  prevail  for  long. 

EPCA  was  initially  passed  after  the  Arab  oil  embargo  of  1973-74  when  oil  prices 
quadrupled  and  our  nation  suffered  a  major  economic  shock.  Six  years  later,  in  1978- 
1979,  after  the  Iranian  Revolution,  oil  prices  tripled  and  ccmcems  about  oil  supply 
escalated  when  oil  production  suddenly  declined.  The  Persian  Gulf  crisis  evolving 
from  the  Iraqi  invasion  of  Kuwait  began  only  three  and  a  half  years  ago.  It  is  still 
not  fully  resolved.  We  did  not  foresee  tiiese  past  oil  crises  and  our  crystal  balls  are 
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probably  no  better  now  than  in  the  past.   It  behooves  us  to  avoid  complacency  about 
our  energy  security  and  to  keep  our  tools  for  dealing  with  energy  security  problems 
in  excellent  working  condition.   And  when  we  speak  of  maintaining  our  energy 
security,  our  primary  concern  is  our  capability  to  reduce  our  vulnerability  to  oil 
supply  disruptions  and  deal  with  oil  market  disruptions. 

This  is  the  backdrop  agemist  which  we  work.  As  a  nation  we  are  currently  enjoying 
the  economic  benefits  of  low  oil  prices  and  generous  supplies  of  oil  from  a  variety  of 
worldwide  sources,  many  of  them  newly  important  since  the  1970s.  On  the  other 
hand,  the  major  sources  of  crude  oil  are  still  located  in  {xtlitically  volatile  areas,  a 
condition  that  is  unlikely  to  change  in  the  near  future.  At  the  same  time  worldwide 
demand  for  oil  is  growing  —  in  many  of  the  enwrging  economies  more  rapidly  than 
in  the  United  States.  We  recognize  the  continued  contributions  of  the  domestic 
natural  gas  and  oil  industry  to  U.S.  supply  as  well  as  the  industry's  role  as  an 
important  source  of  capital  formation,  technological  development  and  employment  in 
the  U.S.  economy.  We  also  value  the  oil  -displacement  that  can  occur  from  enhanced 
energy  efficiency  and  technological  advances.  However,  we  cannot  expect  to  achieve 
complete  energy  independence.  Thus  we  seek  to  limit  our  vulnerability  to  oil  supply 
disruptions  and  enhance  our  alnlity  to  meet  disruptive  challenges. 


V 


The  potential  problem  we  may  face  is  a  sudden  reduction  in  world  oil  supply, 
resulting  in  equally  sudden  increases  in  world  oil  prices.   The  challenge  is  to  limit  the 
economic  damage  ensuing  from  this  disruption.  The  Energy  Policy  and  Conservation 
Act  authorizes  two  main  weapons  for  addressing  oil  supply  disruptions:   the 
Strategic  Petroleum  Reserve  (SPR)  and  our  participation  in  the  International  Energy 
Agency  (TEA).   It  also  provides  authorities  to  support  our  long-term  efforts  to  reduce 
vulnerability  through  energy  efficiency,  renewable  energy,  and  conservation 
programs. 

We  do  not  want  to  repeat  our  exp)erience  with  price  controls.   We  have  learned  the 
virtues  of  transparent  pricing  jmd  prefer  open  markets  where  oil  can  be  traded 
visibly  and  efficiently.  The  statement  in  the  Energy  Policy  Act  of  1992  on  the  role  of 
price  in  drawdown  and  distribution  from  the  Reserve  is  an  important  clarification  for 
our  preferred  approach.  But  the  availability  of  the  Strategic  Petroleum  Reserve  and 
the  authorities  granted  under  EPCA  for  participation  in  the  International  Energy 
Program  provide  us  with  the  basic  tools,  and  we  need  to  sharpen  these  tools  —  to 
bring  them  up  to  date. 

The  last  reauthorization  of  EPCA  occurred  just  after  the  Iraqi  invasion  of  Kuwait  but 
before  the  first  real-world  SPR  drawdown  and  the  first  compreherxsive  TEA 
emergency  response.  This  is  our  first  opportimity  to  incorporate  these  experiences  in 
our  SPR  authorities.  At  the  same  time  we  must  reflect  the  need  for  reduced  budget 
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deficits  and  cost-effective  program  operation.   In  addition,  by  extending  the  limited 
antitrust  defense  to  U.S.  oil  company  advice  on  TEA  coordinated  stockdraw  v^e  will 
be  able  to  work  with  our  lEA  partners  to  ensure  that  coordinated  drawdowns  are 
always  the  first  response  to  tight  oil  markets.    At  the  urging  of  the  Congress  we 
have  sought  in  the  proposed  amendments  to  update  these  energy  security  programs, 
to  make  them  more  cost  effective,  and  to  resolve  issues  which  may  hinder  operational 
readiness. 

We  also  propose  to  extend  the  authorization  for  five  important  energy  efficiency  and 
renewables  programs.  These  include  two  programs  promoting  the  export  of  U.S. 
energy  efficiency  and  renewable  energy  technology  programs  known  as  CORECT  and 
COEECT,  the  State  Energy  Conservation  programs,  the  Weatherization  Program,  and 
the  Energy  Conservation  Program  for  Schools  and  Hospitals.  Let  me  proceed  by 
discussing  the  current  programs  and  the  major  proposed  amendments. 


Strategic  Petroleum  Reserve  Authorities  in  Title  I 

During  the  last  19  years  the  Strategic  Petroleum  Reserve  has  become  the  Nation's  first 
and  principal  defense  against  supply  interruptions.  Its  inventory  of  592  nullion 
barrels  of  oil,  held  in  five  sites  in  Texas  and  Louisiana,  is  a  significant  deterrent  to  the 
use  of  oil  embargoes  as  a  political  weapon,  as  well  as  substantial  protection  agaiiist 


11 


the  effect  of  actual  or  imminent  disruptions  in  crude  oil  supplies.  The  Reserve  vastly 
increased  the  flexibility  of  the  United  States  to  prosecute  the  embargo  of  Iraq  and  the 
Desert  Storm   war  without  concern  that  the  hostilities  would  precipitously  disrupt 
the  availability  of  oil,  and  it  may  have  been  a  factor  in  the  relatively  calm  oil  markets 
during  the  tanker  war  in  the  Persian  Gulf  in  1987-88.   From  an  operational 
perspective,  sales  of  oil  during  the  war  went  smoothly,  which  clearly  demonstrated 
the  Reserve's  ability  to  perform  its  mission  if  called  upon.  The  Etepartment  has 
replaced  all  of  the  oil  drawn  during  the  war,  and  now  has  attained  the  Reserve's 
highest  ever  inventory  level. 

From  an  engineering  perspective,  the  Reserve  facilities  have  performed  well  to  date 
but  are  approaching  the  end  of  their  original  design  lives.  The  Department  has 
instituted  a  comprehensive  Life  Extei\sion  Plan  for  the  replacement  and  upgrading  of 
all  of  the  drawdown  critical  systems,  so  that  the  expected  life  of  the  Reserve  will  be 
25  years  in  the  year  2000.  Because  this  Plan  has  been  created  on  a  system-wide  basis, 
many  of  the  redesigned  facilities  will  have  less  pipe  and  fewer  active  components 
such  as  pumps,  valves  and  motors,  in  part  because  operational  requirements  for 
capacity  development  have  been  satisfled.  The  benefits  will  be  a  higher  level  of 
reliability,  less  maintenance,  and  reduced  chances  of  operatiorud  difficulties.  The 
Department  is  dedicated  to  maintaiiung  the  existence  of  the  Strategic  Petroleum 
Reserve  for  the  indefinite  future. 
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SPR  Amendments 

The  Act  currently  contains  several  requirements  which  have  long  since  been  satisfied 
or  have  expired.  The  bill  contains  many  housekeeping  provisions  to  make  the  Act 
current  and  thus  reflect  changed  circumstances  and  past  accomplishments. 

The  Plan:  The  Act  currently  requires  that  the  Secretary  maintain  a  Strategic 
Petroleum  Reserve  Plan,  and  specifies  the  details  that  must  be  included  in  the  Plan. 
This  was  appropriate  when  the  Reserve  was  in  its  planning  phase  during  the  mid 
and  late  1970's.  Now  the  Reserve  consists  of  five  storage  sites  with  a  cumulative  750 
million  barrels  of  storage  capacity,  and  the  Plan  that  details  those  sites  has  been 
completed.  The  Act  also  requires  that  the  Plan  specify  the  levels  of  fill  for  certain 
years,  all  of  which  are  now  in  the  past.  The  Admirustration's  bill  proposes  that  the 
requirement  for  the  Plan  and  Amendments  be  deleted.  The  one  remaining  part  of  the 
Plan  which  is  still  necessary  is  the  drawdown  and  distribution  plan.  Plan 
Amendment  No.  4.  The  basic  policy  of  distributing  oil  from  the  Reserve  by 
competitive  sale,  contained  in  Amendment  No.  4,  is  maintained  by  making  that 
policy  part  of  the  proposed  legislation. 

It  is  the  Admirustration's  belief  that  free  market  sales  are  far  su()erior  to  allocation  as 
a  method  of  distributing  oil  from  the  world's  strategic  reserves.  While  Plan 
Amendn^ent  No.  4  provides  that  public  sales  will  be  the  primary  method  of 
distribution,  it  also  allows  the  Secretary  to  allocate  up  to  10  (>ercent  c^  the  sales 
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volume.    The  Department  has  never  used  this  allocation  authority,  and  its  existence 
may  encourage  some  consumers  to  count  on  the  Government  rather  than  the  market 
for  supplies  in  an  emergency.   It  will  also  put  elected  officials  in  the  difficult  position 
of  having  to  accept  or  reject  requests  for  help  from  various  constituent  groups.  The 
bill  that  we  have  recently  forwarded  reflects  the  Administration's  belief  in  market 
mechanisms  and  the  impracticality  of  allocation;  it  does  so  by  codifying  open  market 
sales  to  the  highest  bidder  as  the  method  of  distributing  Strategic  Petroleum  Reserve 
oil. 

Expansion:   As  the  Committee  is  aware,  the  Department  has  been  under  obligation  to 
produce  a  Plan  Amendment  detailing  expansion  of  the  Reserve  to  one  billion  barrels. 
While  we  have  conducted  the  requisite  studies,  analyses  and  public  hearings  to  pick 
sites  and  complete  such  a  Plan  Amendment,  we  have  hesitated  to  take  the  final  steps 
in  the  process  because  it  is  not  dear  that  such  a  plan  could  be  implemented  within 
the  time  horizon  for  which  the  studies  were  relevant.  Due  to  budget  constraints  that 
we  all  recognize,  the  Administration  is  not  prepared  to  forecast  a  schedule  date  for 
reaching  the  current  fill  capacity  of  750  million  barrels,  and  certainly  not  the  timing 
for  expansion.  Nevertheless,  the  Administration  recognizes  Congress  has  spoken  on 
the  ultimate  size  of  the  Reserve,  and  the  biU  therefore  requires  that  the  Secretary 
report  to  the  Congress  on  plans  to  expand  at  such  time  as  a  pattern  of  funding 
develops  which  would  be  likely  to  fill  the  existing  facilities  within  five  years.  This 
deferred  requirement  would  replace  the  current  requirement  that  the  Secretary 
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submit  a  Plan  Amendment  for  expansion  to  one  billion  barrels.   Making  the  plan 
dependent  on  funding  will  prevent  a  premature  plan  that  might  be  obsolete  for 
environmental,  commercial,  or  other  reasons  by  the  time  implementation  is  needed. 

Statutory  Fill  Rate:  Similar  to  the  requirement  for  a  Plan,  the  Act  contains  a 
requirement  for  filling  the  Reserve  at  a  rate  of  75,000  barrels  of  oil  per  day  until  the 
Reserve  has  reached  750  million  barrels.  While  we  are  sympathetic  with  the  desire  to 
complete  the  750  million  barrel  Reserve,  several  administrations  have  requested  a 
waiver  of  this  requirement  and  several  Congresses  have  granted  such  a  waiver. 
Given  that  the  fill  rate  is  unlikely  to  approach  75,000  barrels  per  day  in  the  near 
future,  the  Administration  bill  deletes  the  requirement  and  the  linkage  between  the 
fill  rate  and  the  Naval  Petroleum  Reserve  crude  oU  sales  authority. 

Alternative  Fmandng:  Another  issue  addressed  by  the  Administration's  bill  is 
Congressional  review  of  alternative  financing  contracts.  E>espite  a  low  likelihood  of 
substantial  acquisition  of  oil  by  direct  purchase  in  the  near  future,  there  n\ay  be 
opportunities  for  alternative  financing  contracts,  including  oil  "leases"  or  similar 
arrangements,  that  might  significantly  reduce  the  financial  reqmrements  for  oil  stored 
within  the  Reserve.  Unfortunately,  current  law  imposes  some  requirements  on 
alternative  financing  contracts  titat  diminish  &\e  diances  that  such  contracts  could  be 
successfully  negotiated.  SpedRcaHy,  the  Act  requires  that  ocmtracts  that  would  not 
otherwise  require  any  Ccmgressional  action  nevertheless  lie  before  the  Congress  for 
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30  legislarive  days  before  going  into  effect.   This  provision  would  add  a  time  delay  to 
already  complicated  contracts,  and  increase  the  uncertainty  for  the  other  party  as  to  a 
contract's  final  conditions.  Our  counterparts  for  any  potential  contract  would  likely 
be  dissuaded  by  this  requirement.   In  order  to  give  "leasing,"  or  a  similar  form  of 
contract,  the  best  chance  of  success,  the  Administration  bill  proposes  deleting  the 
requirement  for  a  30-day  congressional  review  period  after  a  contract  is  signed. 
Instead,  we  conunit  to  discussions  with  the  appropriate  committees  before  any 
contract  is  signed. 


International  Energy  Agency  Authorities  of  Title  n 

I  would  now  like  to  turn  to  Title  n  of  EPCA,  which  contains  the  authorities  needed 
for  U.S.  participation  in  the  International  Energy  Agency  (lEA). 

The  lEA  was  founded  some  20  years  ago  in  the  wake  of  the  Arab  oil  embargo  and 
since  that  time  has  grown  to  be  the  primary  fonmi  for  fostering  cooperation  on 
energy  issues  among  the  world's  leading  industrialized  nations.  Chief  among  its 
missions  is  to  reduce  Member  nations'  vulnerability  to  energy  emergencies  — 
particularly,  oil  supply  disruptions  —  by  supporting  diversification  of  energy  supply, 
improved  energy  efficiency,  and  increased  international  cooperation  in  energy 
research  and  development. 


to 
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In  anticipation  of  oil  supply  disruptions  of  the  type  experienced  in  1974,  the  lEA's 
founding  charter,  the  Agreement  on  an  International  Energy  Program  (lEP),  provides 
for  an  emergency  response  system  based  on  allocating  oil  supply  among  Members 
according  to  an  established  formula.  The  Emergency  Sharing  System,  as  it  is 
commonly  called,  was  supported  by  the  United  States  as  it  seemed  to  be  the  right 
idea  in  an  era  of  domestic  price  and  allocation  controls. 

Starting  in  the  late  1970s,  however,  VS.  energy  policy  in  general  shifted  away  from 
exercising  regulatory  powers  to  finding  more  flexible,  market-oriented  solutions. 
Since  1984,  our  policy  regarding  severe  oil  supply  disruptions  has  been  to  rely  on 
market  forces  to  allocate  oil  supply  and  to  ordinarily  supplement  supply  by  the 
drawdown  of  the  Strategic  Petroleum  Reserve  in  coordination  with  our  allies  and 
trading  partners.   Also  in  1984,  at  the  urging  of  the  U.S.,  the  lEA  Governing  Board 
agreed  in  principle  that  coordinated  stockdraw  by  lEA  members  was  a  necessary  and 
desirable  component  of  responding  to  an  oil  supply  disruption,  particularly  in  its 
early  stages. 

Recognizing  the  integrated  and  growing  dynamic  nature  of  the  oil  market,  we  have 
continued  to  promote  our  pc4icy  of  market  reliance  and  stockdraw  as  the  most 
effective  way  to  mitigate  the  economic  damage  of  a  supply  disruption. 

With  regard  to  lEA  emergency  response  policy,  it  is  our  view  that  member  coimtries 
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should  rely  on  stockdraw  and  measures  complementing  stockdraw  for  as  long  as 
practicable,  and  additionally,  that  this  policy  should  be  pursued  by  the  lEA 
regardless  of  the  size  of  the  disruption.   In  other  words,  even  if  the  disruption  is 
large  enough  to  activate  the  Sharing  System,  we  believe  stockdraw  is  the  appropriate 
first  response.   As  a  corollary,  it  is  our  position  that  the  Sharing  System  should  be 
activated  only  as  a  last  resort.  On  the  other  hand,  as  part  of  our  obligation  to  our 
allies,  we  remain  firmly  committed  to  all  of  our  lEP  obligations,  including  full 
support  of  the  Sharing  System,  should  it  ever  be  activated. 

Although  this  position  has  been  met  with  a  certain  resistance  in  the  lEA,  under  the 
Clinton  Administration  we  have  increased  our  efforts  to  have  the  lEA  adopt  these 
principles.   Reauthorizing  the  EPCA  with  the  amendments  we  propose  will 
demonstrate  our  ongoing  commitment  to  the  EEA  and,  as  well,  to  provide  an 
additional  underpinning  in  pursuit  of  our  preferred  market-based  emergency 
response  policy. 

In  supjx>rt  of  our  ongoing  commitment,  we  urge  the  Committee  to  retain  the 
authorities  now  included  in  EPCA.  In  this  connection,  we  ask  you  to  extend  Section 
251,  which  provides  for  mcmdatory  international  allocation  should  this  ever  be 
required.  Such  mandatory  allocation  is  a  last  resort  in  Sharing  System  operations  and 
cannot  be  imposed  on  a  country  by  the  lEA;  the  decision  to  implement  lies  with  each 
Member.  Although  the  Sharing  System  may  never  be  activated,  this  section  of  the 
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statute  is  highly  symbolic  of  our  support  for  the  lEA,  particularly  for  those  members 
who  need  reassurance  that,  despite  our  lack  of  enthusiasm  for  the  Sharing  System, 
we  remain  fully  committed  to  the  cooperative  energy  security  goals  of  the  lEA. 

Section  252  provides  limited  antitrust  and  breach  of  contract  defenses  to  U.S. 
compjmies  in  connection  with  their  voluntary  participation  in  the  planning  and 
implementation  of  the  Shairing  System.  Activities  now  covered  include:  consulting  in 
lEA  meetings  concerning  disruption  situations  and  possible  lEA  response  actions; 
providing  supply  information  required  for  such  consultation  and  otherwise  required 
to  implement  the  System;  making  volvmtary  offers  to  buy  and  sell  petroleum  so  as  to 
achieve  the  international  distribution  of  supply  intended  by  the  Sharing  System;  and 
taking  part  in  Sharing  System  exercises  and  tests. 

The  various  rules  governing  company  activities  are  set  out  in  great  detail  in  the 
Volimtary  Agreement  and  the  Plan  of  Action  required  by  this  section.  The  statute 
requires  the  Govermnent,  including  the  Department  of  Justice  and  the  Federal  Trade 
Commission  (FTC),  to  closely  monitor  company  activities  and  maintain  extensive 
records  of  such  monitoring.  In  their  re(>orts  to  Congress,  both  Justice  and  the  FTC 
have  consistently  concluded  that  the  comp)anies'  involvement  has  had  no 
anti-competitive  effects. 

The  additional  underpnnning  we  seek  fcv  our  preferred  lEA  policy  involves  amending 
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the  limited  antitrust  defense  to  allow  us  to  take  advantage  of  U.S.  company  expertise 
in  connection  with  coordinated  stockdraw.  In  doing  this,  our  lEA-related  authorities 
will  be  brought  into  line  with  our  oil  disruption  response  policy. 

The  prof)osed  amendment  is  sensitive  to  concerns  previously  expressed  by  the 
Congress  about  the  potential  for  anti-competitive  action  by  companies.  It  limits  the 
overall  scope  of  covered  activities  to  those  in  support  of  lEA  Governing  Board 
emergency  response  plans.  It  further  restricts  these  activities  to  advice  and 
consultation  unless  the  Attorney  General  determines  that  additional  actions  by 
comparues  are  required.   And  all  activities  are  subject  to  the  various  monitoring, 
reporting  and  record  keeping  requirements  imposed  by  the  current  statute  and  the 
Voluntary  Agreement  and  Plan  of  Action.  This  amendment  was  developed  in 
conjunction  with  the  Department  of  Justice  and  the  FTC,  and  I  feel  confident  that  the 
safeguards  we  have  built  in  are  sufficient. 


Efficiency  and  Renewables  Programs  in  Titles  n  and  IE 

Title  n  of  the  EPCA  (as  amended  by  subsequent  legislation)  authorizes  the 
Committee  on  Renewable  Energy  Conunerce  and  Trade  (CORECT)  and  the 
Conunittee  on  Energy  Efficiency  Commerce  and  Trade  (COEECT).  Title  m  of  EPCA 
established  the  State  Energy  Conservation  Programs  (Part  D)  and  the  Energy 
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Conservation  Program  for  Schools  and  Hospitals  (Part  G).  The  proposed  legislation 
provides  authority  for  these  valuable  and  successful  programs  through  fiscal  year 
1999. 

These  programs  have  taken  on  renewed  importance  as  a  result  of  the  resurgence  of 
interest  in  energy  efficiency  and  renewable  energy  use  in  the  1990s.  This  renewed 
interest  is  tied  directly  to  concerns  for  economic  security  and  competitiveness  and  for 
environmental  sustcunability.  These  concerns  —  energy,  environment,  and  the 
economy  -  culminated  in  the  passage  of  the  Energy  Policy  Act  of  1992.  The  EPACT 
places  a  renewed  emphasis  on  deployment  of  sustainable  energy  technologies  and  the 
programs  authorized  in  EPCA  are  central  to  achieving  this  goal. 

Committees  on  Renewable  Energy  Commerce  and  Trade  and  Energy  Efficiency 
Commerce  and  Trade 

The  Administration  strongly  supports  reauthorization  of  these  programs  to  promote 
the  export  of  U.  S.  energy  efficiency  and  renewable  energy  technologies  and  products. 
The  world  is  75  percent  dependent  on  fossil  fuels  for  its  energy,  and  energy 
consumption  will  continue  to  grow  for  the  foreseeable  future  —  particularly  in 
developing  countries. 

I 
Sustainable  energy  technologies  -  energy  efficiency  and  renewable  energy  -  will  play 

the  major  role  in  meeting  the  Global  Climate  Treaty  goals.  This  is  true  for  both  the 
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developed  and  the  developing  nations.   International  market  opportunities  for  new 
"green"  products  and  services  are  enormous.   Currently,  there  is  a  global  market  of 
an  estimated  $200  billion  for  environmentally  benign  goods  and  services.  The  Office 
of  Technology  Assessment  estimates  that  this  market  could  grov^  to  $300  billion  by 
the  turn  of  the  century. 

The  Committee  on  Renewable  Energy  Commerce  and  Trade  (CORECT)  is  an  inter- 
agency committee  whose  14  Federal  agency  members,  in  conjunction  with 
representatives  of  private  industry,  develop  and  implement  strategies  for  the 
enhancement  of  U.  S.  exports  of  renewable  energy  technologies.  CORECT 
coordinates  its  efforts  with  the  Trade  Promotion  Coordinating  Committee  (TPCC) 
chaired  by  the  Department  of  Commerce  to  assure  a  unified  approach  to  export 
assistance.  In  FY  1994,  the  Department  has  instituted  the  Americas'  21st  Centviry 
Program  which  represents  the  initial  implementation  of  the  export  strategy  developed 
by  CORECT.  This  program  seeks  to  leverage  Federal  funds  through  export 
generating  joint  ventures  in  the  Latin  American  and  Caribbean  region.  Both 
CORECT  and  the  Americas'  21st  Century  Program  provide  a  means  for  the  U.S. 
renewable  technology  industries  to  participate  in  the  formulation  and  implementation 
of  Federal  export  assistance  strategies. 

The  Conunittee  on  Energy  Efficiency  Conunerce  and  Trade  (COEECT),  newly  created 
in  accordance  with  Section  1207  of  the  Energy  Policy  Act  of  1992,  seeks  to  replicate 
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CORECT's  success  for  the  U.S.  energy  efficiency  industries.  Because  the  potential 
worldwide  efficiency  market  dwarfs  that  for  renewable  technologies,  COEECT's 
efforts  are  even  more  crucial  to  the  success  of  public/private  coordinated  export 
assistance  efforts.  COEECTs  activities  are  also  coordinated  with  the  TPCC  to 
mininiize  the  possibility  of  overlapping  efforts.  The  Energy  Efficiency  Export 
Counsel  (EEEC),  a  consortium  of  five  energy  efficiency  industry  associations,  has 
been  created  to  assist  COEECT  in  the  identification  of  target  geographical  regions  and 
in  the  development  of  its  export  strategies. 

Energy  Conservation  Program  for  Schools  and  Hospitals 

The  Institutional  Conservation  -  or  Schools  and  Hospitals  —  Program  GCP)  provides 
50/50  matching  grants  to  public  and  private  non-profit  institutions  to  help  them  save 
energy  -  and  thereby  reduce  their  operating  costs.    They  are  used  for  detailed 
energy  analyses  and  for  the  ii\stallation  of  energy-saving  capital  improvements.  Prom 
1979  through  1993,  approximately  $889  nullion  was  appropriated  for  the  ICP.  Ehiring 
that  period,  over  SSfiOO  b\iildings  were  made  more  energy  efficient;  cumulative 
savings  are  estimated  at  $5.1  billion,  over  five  times  the  Federal  investment,  and  of 
course  they  continue  to  grow.  There  are  an  estimated  312,000  eligible  school  and 
hospital  buildings  yet  to  be  improved. 

State  Energy  Conservation  Program 

The  States  have  a  key  rc^  to  play  in  sustainable  techncdogies.  Areas  of  focus  for 
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State  programs,  in  partnership  with  DOE  over  the  next  decade,  include:   alternative 
fuels  and  alternative  fueled  vehicles;  efficient  electric  motors  and  drives;  power 
production  from  renewable  resources;  integrated  resource  planning;  industrial  waste 
minimization  and  waste-to-energy  technologies;  building  efficiency;  and  solar 
industrial  process  heat.  These  are  but  a  few  of  the  specific  areas  where  States  must 
play  a  major  role  in  helping  to  define  and  to  implement  our  national  energy  agenda. 

The  State  Energy  Conservation  Program  (SECP)  was  enacted  to  promote  energy 
efficiency  and  the  adoption  of  renewable  energy  measures  and  to  reduce  the  growth 
rate  of  energy  demand.  An  important  new  program  goal,  for  each  State,  is  a  10 
percent  improvement  in  its  energy  efficiency  by  the  year  2000  compared  with  1990. 
Funding  is  formula  based  and  is  provided  for  the  implementation  of  State  plans 
submitted  each  year  to  DOE. 

States  also  serve  as  laboratories  where  innovative  approaches  to  energy  challenges 
are  devised,  tested,  and  -  subsequently  -  replicated  on  a  wider  scale.  There  are 
many  examples  of  successful  innovations  begun  in  one  State  and  later  adopted  by 
others.  The  Indiana  Department  of  Conunerce  and  Energy  Policy,  for  example, 
operated  a  revolving  loan  fund  -  under  its  SECP  program  and  using  petroleum 
violation  escrow  funds  -  to  help  finance  "cutting  edge"  commercial  and  industrial 
energy  efficiency  technologies.  The  $6.8  million  loaned  by  the  State,  under  this 
program,  leveraged  an  additional  $24  million  in  private  capital.  The  result  was 
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significant  energy  and  cost  savings  for  the  10  participating  enterprises.   A  Wyoming 
electric  motor  testing  project  has  resulted  in  several  spin-off  demonstrations  of  energy 
efficient  motors  including  projects  that  directly  benefit  DOE's  pumping  operations  on 
the  Naval  Petroleum  Reserve  neeir  Laramie.  Other  examples  include  a  range  of 
education,  testing,  and  alternative  fuel  programs  -  targeted  at  fleet  operators  -  which 
has  reduced  petroleum  consumption  in  many  States.   Washington,  California,  and 
Hawaii  have  instituted  telecommuting  programs.  Several  others,  including  Indiana, 
Alabama,  Colorado,  Vermont,  New  York,  and  Georgia,  have  established  successful 
industrial  technical  audit  programs. 

The  SECP  is  a  key  source  of  support  for  the  State  Energy  Offices;  without  it  many 
would  not  exist  or  would  be  severely  curtailed.  The  State  Energy  Offices,  in  addition 
to  managing  the  SECP,  also  administer  the  Schools  and  Hospitals  and  —  in  many 
cases  -  the  low-income  Weatherization  program.   Maintaining  a  strong  State  Energy 
Office  capacity,  and  the  delivery  network  these  offices  comprise,  is  essential  to  the 
success  of  EPACT  —  and  coordinated  energy,  environmental,  and  economic  policies 
for  the  1990s  and  beyond.  The  Federal  government,  by  reauthorizing  this  program, 
sends  a  strong  signal  of  support  for  the  deployment  of  energy  efficiency  and 
renewable  energy  technologies,  services,  and  products  —  and  its  understanding  of  the 
vital  role  of  its  partners  in  State  government. 

Weatherization  Assistance  Program  for  Low-Income  Persons 
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The  Department  also  strongly  supports  reauthorization  of  the  Weatherization 
Assistance  Program,  which  was  initially  authorized  by  the  Energy  Conservation  and 
Production  Act.  This  program  works  in  partnership  with  States  and  local  service 
organizations  to  increase  the  energy  efficiency  of  residences  occupied  by  low-income 
citizens,  particularly  the  homes  of  the  elderly  and  those  with  disabilities.   An 
estimated  27.9  million  households  are  eligible  to  receive  this  assistance.  Through  FY 
1993,  over  4.2  million  low-income  homes  were  weatherized   under  this  program. 

In  FY  1995,  the  Weatherization  program  will  support  approximately  12,700  jobs 
through  its  network  of  State  and  local  weatherization  agencies,  thus  helping  to 
strengthen  the  economy  in  hundreds  of  local  communities.  About  126,600  low- 
income  homes  vwU  be  weatherized.  As  a  result,  the  energy  efficiency  of  these  homes 
will  improve  and  clients'  annual  energy  costs  will  be  reduced  (for  example,  based  on 
a  study  completed  by  Oak  Ridge  National  Laboratory  in  1993,  weatherized  homes 
save  an  average  of  about  18.3  percent  of  gas  used  for  space  heating  each  year).  With 
lowered  energy  consumption,  there  will  also  be  environmental  benefits.  The  Oak 
Ridge  study  concludes  that  this  program  has  a  favorable  benefit-cost  ratio  of  1.72  to 
1. 

In  summary,  the  energy  security  and  sustainable  energy  programs  updated  and 
extended  by  the  Administration's  proposed  bill  are  central  to  our  national  energy, 
economic,  and  environmental  strategies.  I  urge  its  prompt  passage. 
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ANSWERS  TO  QUESTIONS  IN  THE  INVITATIONAL  LETTER, 
DATED  MAY  2,  1994 


Question  1: 


Answer: 


In  view  of  limited  available  funds,  which  of  the  following  actions 

on  SPR  should  have  the  most  priority?  Which  are  less  important? 

o  Fixing  the  "hot  and  gassy"  oil  problem. 

o  Ordinary  maintenance  and  life  extension  repairs  and  capital 

improvements  to  the  SPR  sites,  piping  and  pumps,  terminals,  etc. 

o  Filling  crude  oil  from  the  current  level  of  590  million  barrels, 

into  currently  available  but  empty  storage  sites,  up  to  the  750 

miUion  barrel  level. 

o  Enlarging  SPR  storage  capacity  from  the  current  750  million 

barrel  level  to  one  billion  barrels. 

o  Increasing  drawdown  capacity  in  a  crisis  from  the  current 

maximum  of  over  4  million  barrels  per  day  (for  a  short  period), 

to  over  6  million  barrels  per  day  (for  a  short  period). 

The  Department  has  for  several  years  maintained  a  Strategic  Plan 
for  the  Reserve  that  has  made  its  priorities  explicit.  Otir  highest 
priority  is  near-term  readiness.  The  three  activities  in  this 
category  are:  normal  operations  and  maintenance;  the 
degassification  of  oil  with  excess  gas;  and  one  capital  project,  the 
installation  of  heat  exchangers  to  mitigate  the  "hot"  oil  problem. 
The  second  priority  is  implementation  of  the  Life  Extension 
Program,  which  would  give  all  drawdown  critical  systems  a  life 
expectation  of  25  years  by  the  year  2000.   The  third  priority  is  oil 
acquisition  to  fill  the  existing  Reserve  capacity  to  750  million 
barrels.  The  fourth  priority  is  expansion  of  storage  capacity  to  1 
billion  barrels,  and  the  fifth  priority  is  acquisition  of  oil  beyond 
750  million  barrels.   Increases  in  drawdown  and  distribution 
capability  would  only  be  considered  within  the  context  of 
exp>ansion  beyond  a  750  nullion  barrel  Reserve. 

The  Administration's  FY  1995  budget  reflects  this  plan  in  that  it 
provides  all  of  the  funding  needed  for  near  term  readiness,  and 
transfers  funds  from  the  SPR  Petroleum  Account  to  the  Strategic 
Petroleum  Reserve  Accoimt  for  operations  and  maintenance  and 
the  life  Extension  Program.  The  Department  %vill  try  to  fill  the 
existing  caverns  if  it  can  negotiate  alternative  financing  "leases"  or 
otiher  similar  contracts  that  would  reduce  the  cash  required  to 
acquire  cmI  relative  to  purchase.  The  budget  does  not  propose  to 
spend  any  money  on  expansion,  fill  beyond  750  million  barrels, 
or  distribution  enhancements. 
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ANSWERS  TO  QUESTIONS  IN  THE  INVITATIONAL  LETTER, 
DATED  MAY  2,  1994 


Quesrion  2: 


Answer: 


Should  the  SPR  have  been  used  earlier  than  it  was  used  in  the 
recent  Gulf  War?  Do  you  agree  that  it  didn't  need  to  be  used 
before  and  during  the  war  because  there  was  "no  physical 
shortage"  of  oil?  Are  there  ever  physical  shortages  in  large, 
deregulated,  liquid  commodity  markets? 

At  the  time  of  the  Iraqi  invasion  of  Kuwait,  a  debate  occurred 
within  the  Bush  Administration  on  whether  to  sell  oil  from  the 
Strategic  Petroleum  Reserve.  The  argument  in  favor  of  selling  oil 
was  that  the  uncertainty  in  the  market  would  cause  an  immediate 
speculative  demand  for  oil  and  increase  prices  to  the  detriment  of 
an  already  weakening  economy.  Among  the  arguments  opjxwing 
sales  were  the  arguments  that  the  world  had  very  high  levels  of 
jsetroleum  inventories  and  that  rising  prices  would  cause 
additional  supplies  to  come  to  market  at  the  same  time  as 
demand  was  suppressed.  In  retrospect,  both  arguments  were 
correct.  After  the  initial  oil  price  surge  associated  with  the 
invasion  in  August,  oil  prices  gave  up  half  of  their  gain  by  the 
first  day  of  the  Desert  Storm  offensive  in  January,  and  gave  up 
the  rest  on  the  first  day  of  the  war.  However,  the  effects  of  the 
price  surge  and  the  war  in  general  contributed  to  the  1991 
economic  recession.  From  a  macroeconomic  viewpoint,  it 
probably  would  have  been  preferable  to  have  sold  oil  from  the 
Reserve  in  August  1990,  to  restrain  the  price  inaease  and  prevent 
the  price  increase's  dampening  effects  on  the  U.S.  economy. 

In  answer  to  the  question  regarding  "physical  shortages,"  such 
shortages  might  occur  temporarily  in  cases  of  logistics  disruptions 
that  result  in  oil  not  being  available  in  particular  localities  at  any 
price.  Given  the  diversity  of  the  world's  oil  supplies,  such 
conditions  should  never  occur  in  the  United  States  except  in  the 
event  of  a  wide  scale  war,  or  short-term  events  such  as  natural 
disasters  that  temporarily  disrup>t  regional  supply  systems.  In 
general,  price  will  serve  to  allocate  whatever  supplies  are 
available. 
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ANSWERS  TO  QUESTIONS  IN  THE  INVITATIONAL  LETTER, 
DATED  MAY  2,  1994 


Question  3: 


Answer: 


Do  you  agree  with  the  TEA  that  there  was  "no  physical  shortage 
of  oil"  before  and  during  the  Gulf  War?    Should  TEA  emergency 
actions  be  undertaken  only  if  such  physical  shortages  probably 
occurred?  How  can  5%  or  7%  physical  shortages  be  quickly  or 
workably  verified? 

Given  the  dynamic  nature  of  today's  international  oil  market, 
what  we  experience  in  a  disruption  is  not  a  "shortage"  (for 
example,  empty  tanks)  but  a  rise  in  price;  except  for  regional 
logistical  disruptions,  supply  will  always  be  available  at  some 
price.  The  Gulf  War  did  result  in  a  significant  loss  of  world  oil 
production,  but  this  was  offset  eventually  by  an  increase  of 
supply  from  other  sources.   lEA  members  did  not  suffer  a 
"physical  shortage"  in  the  interim  as  they  were  able  to  withstand 
the  rise  in  price  and  acquire  the  oil  they  needed.  In  a  technical 
sense  then,  the  TEA  was  correct  in  determining  there  was  no 
"physical  shortage"  of  oU  during  the  Gulf  Crisis. 

On  the  other  hand,  the  increase  in  world  oil  prices  that  occurred 
in  the  market  as  it  p)erformed  its  task  of  allocating  available 
supplies  almost  certainly  contributed  to  the  length  and  depth  of 
the  recession.  U.S.  oil  disruption  response  policy,  which  we 
reviewed  and  re-affirmed  earlier  this  year,  responds  to  the  fact 
that  the  most  significant  danger  we  face  in  a  disruption  will  be 
the  severe  economic  damage  resulting  from  the  rise  in  price,  not 
the  danger  of  a  physical  shortage.  It  is  one  of  the  goals  of  this 
Administratic»i  to  urge  the  ISA  to  move  away  from  its  strong 
focus  on  physical  loss  of  supply,  and  to  recognize  the  compelling 
need  to  address  disruption-induced  economic  damage. 

Since  we  know  generally  the  quantity  of  crude  that  producing 
countries  are  exporting,  it  would  be  possible  to  develop  a  gross 
estimate  of  the  size  of  a  disruption.  Given  today's  market, 
however,  it  would  be  very  difficult  to  quickly  or  accurately 
determine  the  im|>act  on  an  individual  I£A  member  or  group  of 
members.  As  trading  occurs,  tfte  supply  profile  of  an  individual 
country  would  be  almost  constantly  changing.  However,  the  lEA 
believes  diat  its  emergency  data  system  will  allow  this 
determination,  if  not  concurrently  then  at  least  in  retrospect. 
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ANSWERS  TO  QUESTIONS  IN  THE  INVITATIONAL  LETTER, 
DATED  MAY  2,  1994 

Question  4:  Should  Congress  repeal  the  stand-by  oil  price  and  allocation 

controls  in  section  251  of  EPCA? 

Answer:  If  we  are  to  live  up  to  our  International  Energy  Program 

obligations  should  the  Sharing  System  ever  be  activated,  we  need 
the  authorities  now  included  in  EPCA.   Section  251  provides  for 
mandatory  international  allocation  should  this  ever  be  required  to 
achieve  the  distribution  of  supply  intended  by  the  System.  Such 
mandatory  allocation  is  a  last  resort  in  System  of)erations,  and 
would  be  instituted  only  if,  after  a  protracted  period  of  time, 
voluntary  industry  coopjeration  did  not  work.  The  TEA  cannot 
impose  mandatory  allocation  on  a  country;  the  decision  to 
implement  it  lies  with  each  member. 

Although  it  may  never  be  implemented,  this  section  of  the  statute 
is  highly  symbolic  of  our  support  for  the  lEA.  This  is  esp>ecially 
true  for  those  members  who  need  reassurance  that  despite  our 
lack  of  enthusiasm  for  the  Sharing  System,  we  ren\ain  fully 
connmitted  to  the  cooperative  energy  security  goals  of  the  lEA. 

Question  5:  In  a  crisis,  would  transfers  of  cheap,  price-controlled  oil  to  an  lEA 

nation  be,  in  effect,  a  large  cash  transfer  from  the  U.S.  to  the 
receiving  nation?  Would  it  be  easier  to  simply  transfer  cash  to 
the  receiving  nation,  and  let  it  buy  oil  on  the  decontrolled  world 
oil  mcu-ket? 

Answer:  The  Agreement  on  an  International  Energy  Program  calls  for  the 

"fair  treatment  of  all  Participating  Countries  and  basing  the  price 
for  allocated  oil  on  the  price  conditions  prevailing  for  comparable 
commercial  transactions."  Thus,  price  controls  would  not  be 
invoked  for  either  voluntary  transactions  by  companies  pursuant 
to  lEA  allocation,  or  for  transactions  mandated  under  Section  251. 
Authority  ior  price  controls  was  included  in  Section  251  when  it 
was  first  drafted,  as  it  seemed  to  be  the  right  idea  in  an  era  of 
domestic  price  and  allocation  controls. 

Question  6:  Would  joint  drawdowns  of  lEA  nations'  strategic  stocks  of  oil  be 

preferable  to  the  lEA's  "emergency  sharing"  oil  program? 

Answer:  We  would  prefer  that  the  TEA  acknowledge  a  preference  for 

flexible,  market-oriented  measures,  based  primarily  on  stockdraw, 
as  a  first  response  in  all  disruptions,  regardless  of  the  magnitude 
of  the  disruption.  The  Emergency  Sharing  System  should  remain 
a  fundamental  component  of  the  lEA's  emergency  response 
program  -  esp)ecially  given  that  some  of  our  allies  are  concerned 
about  losing  physical  access  to  supply  -  but  it  should  be  a 
measure  of  last  resort.  One  of  the  goals  of  this  Administration  is 
to  urge  the  lEA  to  adopt  this  more  market-oriented  response 
policy. 
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Question  7:  What  does  the  lEA  sharing  system  do  that  adds  to  or  improves 

upx>n  the  "commercial  sharing"  of  oil  which  occurs  every  day  as 
brokers,  traders  and  futures  dealers  spread  oil  evenly  among  all 
global  buyers? 

Answer:  At  this  juncture,  the  lEA's  Emergency  Sharing  System  provides 

some  assurance  of  physical  access  to  supply  -  a  very  important 
p)oint  to  certain  of  our  allies.    Many  lEA  members  agree  that  the 
Sharing  System,  if  activated,  would  only  marginally  effect 
distribution  of  supplies  in  the  market. 


Question  8: 


Answer: 


Are  there  disadvantages  to  coordinating  drawdowns  of  strategic 
stocks  by  several  IE  A  nations?  If  the  U.S.  wished  to  use  its  SPR, 
but  other  lEA  nations  did  not  want  to  use  their  reserves,  doesn't 
an  agreement  to  act  jointiy  on  a  consensus  basis  in  fact  prevent 
the  U.S.  SPR  from  being  used? 

An  international  response  is  highly  effective  because  the  volume 
of  oil  that  potentially  could  be  released  into  the  market  is  greater 
than  any  single  country's  drawdown  capability.  The  keys  to 
cdleviating  the  economic  impact  of  severe  energy  supply 
disruptions  are  to  restore  initially  a  substantial  portion  of  lost 
supply  and  then  to  assure  potential  buyers  (including 
sjjeculators)  that  this  addition  to  supply  can  endure.  Nothing 
could  accomplish  these  aims  so  well  as  the  availability  of  a  very 
large  volume  of  reserves.  Further,  the  psychological  effect  of  the 
23  members  of  the  lEA  all  taking  steps  to  use  their  reserves  in  a 
coordinated  fashion  would  most  certainly  have  a  quieting  effect 
on  the  market. 


In  a  severe  oil  supply  disruption,  the  United  States  and  its  allies 
and  trading  partners  have  conunon  risks  and  interests.  A 
disruption  of  oil  supply  anywhere  affects  the  price  of  oil 
everywhere.  Likewise,  a  drawdown  of  strategic  reserves  by  any 
nation  will  benefit  all  consun\ing  countries.  Given  these 
commonalities,  it  is  orJy  fair  that  the  burden  of  responding  to  a 
disruption  be  borne  intemationaQly.  There  should  be  no  "free 
riders"  among  the  major  industrial  nations. 

While  we  believe  that  a  coordinated  drawdown  is  the  fairest  and 
most  effective  way  to  use  stocks  in  an  emergency,  nothing 
precludes  the  U.S.  (or  any  other  country)  from  taking  unilateral 
action.  As  well,  multilateral  action,  short  of  a  consensus,  can  be 
taken  by  lEA  members  who  so  agree.  Thus,  we  see  no 
disadvantages  in  this  regard. 


31 

Mr.  Sharp.  Well,  thank  you  very  much.  I  appreciate  your  testi- 
mony, and  as  you  know  from  your  past  experience  on  the  sub- 
committee, we  have  always  fought  to  try  to  fill  the  Strategic  Petro- 
leum Reserve,  especially  recognizing  growing  imports;  and  to  stay 
well  above — or  at  least  stay  with — and  lose  the  90  good  day  goal 
at  some  point.  That  has  been  historically  the  goal  of  the  Strategic 
Petroleum  Reserve. 

But  I  have  had  to  come  reluctantly  to  the  conclusion  we  are  not 
going  to  find  the  public  resources  to  do  that.  The  previous  adminis- 
trations were  already  trying  to  cut  back.  The  Congress  was  finding 
it  hard  over  the  last  several  years  to  come  up  with  the  dollars  to 
do  it.  And  the  new  administration  obviously  has  found  it  hard  to 
come  up  with  the  dollars  to  do  it. 

And  while  we  tried  in  both  the  House  and  Senate  to  promote  the 
idea  that  we  store  oil,  private  oil,  which  would  end  up  costing  a 
very  slight  fee — and  I  can't  remember,  I  think  it  was  half  a  cent 
per  gallon  of  gas — we  did  not  think  the  American  consumers  would 
choke  on  that  as  a  major  protection.  But  in  fact,  it  is  almost  ludi- 
crous the  opposition  that  developed  to  it,  but  that  is  the  political 
reality  that  we  have — because  of  the  opposition  in  the  Bush  admin- 
istration and  the  oil  companies  and  a  few  other  groups,  we  did  not 
adopt  that  policy  in  the  House  of  Representatives,  although  this 
committee  did.  That  has  left  us  with  no  funding  mechanism. 

So  I  have  to  agree  with  the  Department  and  the  administration 
that  it  is  naive  for  us  to  continue  some  of  the  obligations  that  we 
have  in  the  statute,  like  the  plan  for  the  billion  barrels.  I  don't 
know  if  you  people  put  an  estimate  on  what  the  costs  are  of  just 
doing  the  planning,  putting  the  people  through  the  process  to  meet 
the  requirements  that  are  in  there.  Do  you  have  any  estimate  on 
that? 

Mr.  RiGGS.  We  would  estimate  $7  million  to  prepare  the  plans 
for  the  capacity  and  about  $10  to  $12  billion  to  build  and  fill  it  with 
oil,  depending  on  the  oil  price. 

Mr.  Sharp.  But  the  point  is,  we  just  keep  adding  expense  if  we 
keep  these  requirements  on  the  book;  is  that  fair? 

Mr.  RiGGS.  Yes.  Much  of  the  expense  has  already  been  incurred. 
Our  concern  is  more  that  if  we  were  to  complete  the  plan  now,  put 
it  on  the  shelf,  if  it  is  many,  many,  many  years  before  we  are  able 
to  begin  to  fill  past  the  750  million  barrels,  that  plan  may  be  obso- 
lete by  the  time  we  get  to  it. 

Mr.  Sharp.  Well,  I  can  appreciate  that.  And  plus,  I  imagine  you 
continually  face  people  harassing  the  Department  to  take  action, 
invest  personnel  time  and  effort  in  some  of  these  issues. 

Let  me  just  turn  quickly  to  the  lEA  because  that  has  been  a 
growing  concern  of  mine  and  others.  Frankly,  during  the  Kuwait 
situation,  the  lEA  seemed  to  be  very  slow  to  be  able  to  grasp  the 
value  of  the  reserves  and  drawdown  policy  and  was  ginning  itself 
up  in  case  of  the  need  for  allocation.  And,  yet,  most  of  us  have  dif- 
ficulty picturing  how  in  this  highly  fluid,  highly  competitive  world 
market  one  could  allocate  except  under  the  most  extreme  cir- 
cumstances. 

So  I  guess  in  a  way  that  is  more  of  a  statement  than  a  question, 
if  you  want  to  follow  up  on  it.  It  is  just  that  it  seems  to  me  that 
the  lEA,  to  remain  significantly  relevant  in  terms  of  the  emergency 
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situations,  has  not  only  got  to  be  a  data  collector,  but  has  to  keep 
its  focus  primarily  on  what  is  the  one  tool  that  governments  most 
quickly  are  in  a  position  to  affect,  and  that  is  the  marginal  supply, 
to  the  extent  we  have  a  reserve  here  and  others  have  reserves  that 
we  have  put  aside.  And  that  ought  to  be  recognized  in  its  formal 
processes. 

I  realize  the  administration  is  trying  to  advocate  that,  and  I  be- 
lieve the  previous  administration  was  trying  to  get  people  to  recog- 
nize that  the  allocation  system  really  was  not  a  very  fruitful  way 
to  go,  and  most  of  us  can  only  envision  that  being  necessary  in  the 
most  extreme  circumstances. 

Maybe  you  can  comment  on  the  status  of  that  situation  with  re- 
spect to  the  policy  in  the  lEA. 

Mr.  RiGGS.  Well,  since  1984,  Mr.  Chairman,  it  has  been  the  pol- 
icy of  the  lEA,  largely  at  the  urging  of  the  United  States,  to 
promptly  draw  down  stocks  in  the  event  of  an  emergency.  The  dis- 
pute has  been  over  smaller  emergencies — I  mean,  over  larger  emer- 
gencies. For  smaller  emergencies,  there  seems  to  be  agreement  that 
stockdraw  is  the  way  to  go,  along  with  complementary  demand  re- 
duction measures.  And  what  some  countries  want  to  rely  more  on 
is  demand  reduction  rather  than  adding  supply,  and  they  have  not 
relied  on  the  same  size  stockpiles  that  we  have. 

The  difficulty  has  been  that  some  countries  have  believed  in,  or 
at  least  have  wanted  to  keep  in  writing,  the  policy  of  sharing  or 
allocation  of  oil  among  countries  if  the  emergency  reached  a  7  per- 
cent supply  reduction  for  various  countries. 

Now,  we  would  not  have  to  do  that.  It  would  be  voluntary  for  the 
United  States  to  participate  in  that.  But  we  are  working  within  the 
lEA  to  try  to  formalize  what  I  think  many  of  the  countries  agree 
with  informally,  and  that  is,  even  in  a  large  emergency,  we  would 
move  to  stockdraw  first  and  only  use  the  sharing  system  as  a  last 
resort. 

And,  as  you  know,  when  the  lEA  and  the  U.S.  Government,  in 
their  delayed  wisdom  in  1990,  did  finally  act,  it  was  through 
stockdraw,  not  through  a  sharing  system. 

Mr.  Sharp.  Right.  And  my  own  view  was,  the  U.S.  Government 
needed  to  be  more  aggressive  at  that  point  than  it  was  on  the  ques- 
tion of  stockdraw  and  might  have  saved  economically  both  in  Eu- 
rope and  the  United  States  rather  substantial  sums  of  money. 

With  that,  let  me  recognize  the  distinguished  ranking  chair- 
man— chairman  already. 

Mr.  BiLiRAKis.  After  yesterday's  election,  you  may 

Mr.  Sharp.  One  has  to  be  prepared  for  any  eventuality — the  dis- 
tinguished gentleman  from  Florida. 

Mr.  BiLlRAKlS.  I  remember.  Jack,  a  few  years  ago  we  devoted  the 
entire  hearing  to  the  Strategic  Petroleum  Reserve;  and  I  think  you 
were  the  counsel  at  that  time. 

On  the  sharing  arrangement  that  we  have  with  these  14  other 
countries,  do  they  share  in  the  cost  of  filling  of  the  reserve? 

Mr.  RiGGS.  Mr.  Bilirakis,  I  think  you  are  mixing  up  the  sharing 
system,  which  would  be  an  international  allocation  of  oil  at  the 
time  of  a  crisis,  and  the  stock  building. 

Mr.  Bilirakis.  I  am  putting  those  together  and  wondering  if  they 
share  in  the  cost.  As  the  trigger  goes  off,  they  would  anticipate. 
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and  as  you  have  indicated,  they  are  a  lot  more  comfortable  knowing 
we  have  this  reserve  and  that  they  would  be  assisted  by  it. 

Mr.  RiGGS.  Yes,  under  the  sharing  system,  if  the  system  were 
triggered  or  implemented,  some  countries  would  receive  oil,  some 
countries  would  be  asked  to  give  up  oil  to  the  recipient  countries, 
and  all  countries  at  that  time  would  be  required  either  from  their 
private  stocks  or  through  the  oil  companies  operating  in  their  coun- 
tries to  deliver  oil  to  the  countries  that  had  the  larger  shortfall.  So, 
in  that  sense,  everybody  would  be  sharing  in  the  cost  at  that  time. 

We  do  have  some  concern  that  not  all  countries  are  at  their  90- 
day  stockpile  requirement,  and  there  is  a  risk  that  if  we  rely  on 
stockdraw  and  some  countries  do  not  have  adequate  stocks,  they 
would,  in  effect,  become  free  riders  and  we  would  have  paid  more 
than  our  share. 

Now,  clearly,  we  would  benefit  by  the  use  of  our  stocks  in  that 
sort  of  a  situation,  and  presumably  we  would  be  selling  the  stocks 
at  a  higher  price.  So  the  advantage  would  be  there  for  the  United 
States,  but  relatively  less  so  than  if  all  countries  had  90  days  of 
stocks. 

Mr.  BiLiRAKis.  Well,  the  advantage  would  be  there  for  the  United 
States,  but  at  the  same  time,  there  is  that  much  less  for  our  use 
if  we  are  talking  about  a  prolonged  period  of  time;  isn't  that  true? 

Mr.  RiGGS.  Yes. 

Mr.  BILIRAKIS.  So  I  guess  I  still  do  not  know  the  answer  to  my 
question.  The  answer  is,  I  guess,  they  do  not  share  in  the  cost  of 
our  stock? 

Mr.  RiGGS.  They  do  not  share  in  the  cost  of  our  stocks.  Many  of 
them,  Germany  and  Japan,  have  large  stockpiles.  Japan  is  building 
very  rapidly.  Each  country  pays  for  its  own.  Countries  that  do  not 
have  as  large  a  stockpile  have  not  paid  what  we  would  consider 
their  fair  share. 

Mr.  BILIRAKIS.  Right.  Let  us  go  into  the  intent  of  the  Congress 
when  SPR  was  created.  What  is  the  philosophy  of  the  Department 
in  terms  of  the  usage  of  the  oil?  Shall  we  say  physical  shortages 
versus  economic  uses.  Lowering  oil  prices,  if  you  will.  What  is  the 
current  philosophy  and  how  does  that  compare  to  the  intent  of  the 
Congress  at  the  time? 

Mr.  RiGGS.  Well,  our  current  philosophy  is  to  follow  the  intent  of 
the  Congress  which  you  stated  in  the  Energy  Policy  Act  by  adding 
a  provision  to  the  law.  Originally,  it  required  a  physical  shortage 
of  oil,  or  it  appeared  to  require  a  physical  shortage.  That  seemed 
to  constrain  the  administration  in  1990.  In  the  Energy  Policy  Act 
of  1992,  a  provision  was  added  which  I  believe  allows  the  Reserve 
to  be  drawn  down  for  up  to  30  days  in  anticipation  of  economic 
harm  that  would  result  from  a  price  increase. 

The  discussion,  if  I  recall  it,  was  based  on  the  assumption  that 
prices  could  rise  and  begin  to  cause  damage  before  the  actual 
shortfall  hit.  Congress  recognized  that  and  said  it  would  be  appro- 
priate to  try  to  draw  down  reserves  or  stocks  at  the  earliest  pos- 
sible date  to  prevent  inventory  building  and  psychologically  driven 
price  increases  that  would  cause  harm  to  the  economy. 

Mr.  BILIRAKIS.  So  you  see  that  as  the  current  intent  of  the  Con- 
gress and  also  the  philosophy  of  this  administration? 
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Mr.  RiGGS.  Yes,  although  I  hasten  to  add,  drawdown  is  at  presi- 
dential discretion  and  would  be  considered  on  a  case-by-case  basis. 

Mr.  BiLlRAKlS.  Could  it  be  used  to  raise  prices? 

Mr.  RiGGS.  Selling  oil  to  raise  prices? 

Mr.  BiLiRAKis.  Buying  oil  to  raise  prices.  In  other  words,  a  fluc- 
tuation in 

Mr.  RiGGS.  No,  I  think  the  original  statute  says  we  need  to  mini- 
mize the  impact  on  the  oil  markets  when  we  purchase  oil.  I  assume 
that  our  interpretation  of  that  would  be,  we  are  not  supposed  to  go 
into  the  market  and  try  to  buy  large  quantities  to  raise  prices. 

Mr.  BILIRAKIS.  To  raise  prices. 

Well,  I  am  not  sure  in  my  own  mind  now.  If  it  is  intended  to  be 
used  as  an  economic  tool,  then  probably  the  raising  of  the  prices 
might  have  just  as  much  to  do  with  the  lowering  of  prices. 

Mr.  Sharp.  There  has  always  been  advocacy,  if  we  ever  got 
enough  money  appropriated,  that  it  might  be  used  in  a  way  to  help 
production  of  stripper  oil  wells  or  things  like  that.  Several  mem- 
bers of  our  committee  have  done  that,  to  be  frank  about  it  because 
of  the  limited  amount  of  money  that  is  being  appropriated  these 
days. 

Mr.  BiLiRAKis.  That  is  a  practical  problem. 

Mr.  Sharp.  It  has  not  been — aside  from  other  technical  argu- 
ments, it  has  not  been  realistic,  probably. 

Mr.  RiGGS.  One  of  the  criticisms  of  the  Strategic  Petroleum  Re- 
serve, of  course,  has  been  that  we  have  put  expensive  oil  into  the 
reserve.  We  have  tended  to  be  worried  about  our  energy  security 
situation  when  prices  are  high,  and  when  we  are  worried,  we  buy 
oil  for  the  SPR.  Our  biggest  purchases  occurred  in  the  early  1980's, 
and  as  a  result,  we  have  an  average  $27-  or  $28-per-barrel  price 
for  the  oil  we  purchased,  including  transportation. 

When  the  price  is  low,  as  it  is  now,  people  get  complacent.  We 
do  not  appropriate  funds  for  it.  There  is  no  vocal  constituency  out 
there  for  long-term  energy  security,  and  we  do  not  buy  oil  when  it 
might  be  beneficial,  not  only  for  getting  cheap  oil  in  the  Reserve, 
but  also  for  providing  stability  in  the  market.  What  we  buy  would 
not  impact  world  prices  significantly,  but  it  would  be  another  ele- 
ment in  world  supply  and  demand. 

Mr.  BiLiRAKis.  Well,  let  me  go  into  ECPA,  then.  You  would  ex- 
pect me  to  get  to  the  allocation  for  weatherization,  having  heard 
my  opening  remarks.  Can  you  go  into  how  the  formula  is  calculated 
and  also  the  statistical  information  that  is  used  to  allocate  weath- 
erization funds?  I  know  that  the  section  414(c)  of  ECPA  requires 
the  Secretary,  beginning  in  1991,  to  update  annually  the  statistical 
information.  So  I  just  wonder  whether  that  has  been  done,  and  how 
all  this  works. 

Mr.  RiGGS.  Yes,  it  has  been  done,  and  you,  sir,  were  a  participant 
in  the  discussions  that  led  to  that  statute.  Probably  Florida  is  a 
prime  example  of  States  that  have  grown  rapidly  in  population, 
and  if  the  data  did  not  keep  up  with  that,  you  were  disadvantaged 
in  the  allocation  of  funds  under  the  formula. 

We  were  required  by  the  1990  statute  to  update  the  data  annu- 
ally, and  we  have  done  so.  So  as  far  as  population  growth  is  con- 
cerned, I  think  the  formula  is  now  working  the  way  you  had  in- 
tended. It  is  my  understanding  that  other  factors  still  are  of  con- 
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cern  to  warm  weather  States  and  there  is  discussion  ongoing  now 
about  whether  a  fairer  formula  can  be  achieved. 

As  you  know,  that  is  a  fairly  divisive  issue.  It  is  not  easily  han- 
dled in  the  Congress.  The  Department,  in  1992,  asked  the  State 
Weatherization  Directors  Association,  the  National  Association  of 
State  Community  Service  Programs,  to  try  to  see  if  they  could  come 
up  with  a  consensus  that  we  could  then  adopt;  and  they  gave  us 
a  report  that  does  have  a  slight  majority  opinion,  but  with  several 
minority  opinions  attached,  and  we  are  reviewing  that  with  them, 
trying  to  see  if  we  can  build  a  consensus  that  would — through  a 
rulemaking,  would  allow  us  to  adjust  the  formula  in  a  way  that  is 
acceptable  to  all  parties. 

Mr.  BiLlRAKlS.  Well,  Cathy  was  just  reminding  me  to  ask  you 
something  that  was  in  my  mind  anyhow,  and  that  is  timeframe. 
We  are  greatly  concerned  about  all  this,  and  you  are  the  experts. 
I  should  think  that  you  would  come  up  with  something,  some  sort 
of  a  recommendation,  if  you  will,  if  it  is  not  to  the  law,  maybe  rec- 
ommend to  us  how  we  would  change  that  formula  or  whether  you 
would  just  change  it  on  your  own.  But  I  do  not  think  that  we  in 
this  ivory  tower  should  be  shoving  it  down  your  throat. 

Mr.  RiGGS.  We  are  trying  to  do  that,  and  clearly  it  is  more  bene- 
ficial to  all  of  us  if  we  can  do  that  through  consensus;  and  that  is 
the  direction  that  we  have  taken. 

In  terms  of  timing,  it  would  take  us  about  6  months  to  do  an  ex- 
pedited rulemaking  once  we  had  the  formula  in  place.  The  money 
has  already  gone  out  for  this  year  and  I  think  it  does  not  go  out 
for  the  next  year  until  sometime  in  the  beginning  of  1995.  So  if  we 
cannot  achieve  a  consensus,  at  some  point  we  may  have  to  force  a 
decision  on  the  group  with  some  people  still  unhappy.  And  we  can 
do  that  through  a  rulemaking. 

The  difficulty,  of  course,  then  is  that  either  you  or  some  of  your 
colleagues  on  the  other  side  of  the  issue,  if  you  do  not  like  the  for- 
mula that  we  have  put  in  place,  will  be  back  trying  to  do  it  legisla- 
tively again. 

Mr.  BILIRAKIS.  I  realize  we  always  try  to  protect  our  own  turf. 

Mr.  RiGGS.  Right.  So  we  are  seeking  a  consensus  from  all  parties, 
and  if  it  is  not  necessarily  the  best  for  their  State,  at  least  the  best 
for  all. 

Mr.  BILIRAKIS.  So  you  feel  by  the  end  of  this  year  something  like 
that  might  be  forthcoming? 

Mr.  RiGGS.  That  is  our  goal.  It  requires  a  little  more  give  on  the 
part  of  some  of  the  parties  than  we  have  seen  so  far,  but  we  are 
working  towards  that  goal. 

Mr.  BILIRAKIS.  Thank  you.  Thank  you,  Mr.  Chairman. 

Mr.  Sharp.  Thank  you,  Mr.  Bilirakis. 

I  might  add  that — just  quickly  on  that  issue,  that  past  history 
has  shown  the  enormous  political  difficulty  of  our  legislatively  writ- 
ing a  formula;  and  so  we  engage  in  all  kinds  of  things  that  make 
it  so  it  is  impossible  to  even  tell  what  is  coming  out  of  the  formula 
almost.  But  what  tends  to  happen  when  the  outcome  is  disguised 
and  people  cannot  be  angry  at  the  moment  at  the  process,  then 
after  the  fact  we  say,  why  are  these  factors  in  there;  and  so  it  has 
become  a  complex  thing. 
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I  do  think  it  behooves  all  of  us,  if  we  can  avoid  having  to  legis- 
late what  it  will  be,  because  it  will  be  sort  of  a  mad  scramble,  and 
I  do  think  it  behooves  the  Department  to  try  to  move  forward  as 
vigorously  as  it  can  to  come  up  with  as  equitable  a  formula  as  it 
can.  I  am  sure  there  will  be  complaints  from  all  directions  no  mat- 
ter what  you  come  up  with,  but  most  of  us,  I  think,  recognize  the 
existing  system  has  got  layers  on  it,  as  I  understand  it,  as  decisions 
have  been  made  to  grandfather  in  certain  portions  of  the  funds  and 
whatnot  into  the  formula.  So  it  is  just  impossible  for  people  to  in- 
telligently say,  we  know  this  is  the  way  it  ought  to  be  divided. 

Mr,  BiLlRAKlS.  This  is  why  it  is  important,  I  think,  that  they  lead 
the  way. 

Mr.  Sharp.  Exactly  right.  For  them  it  becomes  highly  political, 
too,  because  they  get  hounded  by  various  Appropriations  and  other 
committees  where  an  individual  has  particular  sway  from  a  certain 
part  of  the  country,  but  nonetheless,  we  hope  they  can  move  for- 
ward independent  of  that. 

Mr.  RiGGS.  I  recall,  Mr.  Chairman,  your  State  came  out  sort  of 
in  the  middle,  and  so  you  were  able  to  be  objective  on  these  for- 
mula rates. 

Mr.  Sharp.  We  preferred  it  to  some  of  the  worse  alternatives. 
However,  being  parochial  for  a  moment,  I  must  insist  that  some- 
how the  emergency  funds  that  were  allocated  last  year,  we  could 
not  figure  out  why  we  would  be  lower  than  our  neighboring  States. 
We  did  not  think  Mother  Nature  treated  us  any  better.  But  that 
is  beside  the  point  at  the  moment. 

The  gentleman  from  Washington,  do  you  have  any  questions  for 
Mr.  Riggs? 

Mr.  Kreidler.  No,  I  do  not.  Thank  you,  Mr.  Chairman. 

Mr.  Sharp.  Well,  thank  you  very  much.  We  appreciate  your  time 
and  attention  to  this.  We  will  be  moving  forward  to  a  markup  on 
these  issues,  so  we  trust  we  will  be  working  closely  with  the  De- 
partment as  we  proceed. 

We  now  have  a  large  panel  of  witnesses.  We  have  Mr.  Edward 
Krapels,  president  of  Energy  Security  Analysis;  we  have  Ms.  Debo- 
rah Bleviss,  president  of  the  International  Institute  for  Energy 
Conservation;  we  have  the  Honorable  Charles  Boucher  with  the — 
oh,  no,  we  have  a  substitute,  Mr.  Victor  Rezendes  is  here  with  the 
General  Accounting  Office;  we  have  Mr.  Scott  Sklar,  executive  vice 
president  of  the  U.S.  Export  Council  for  Renewable  Energy;  Ms. 
Amy  Stewart,  secretary  of  NASEO;  and,  finally,  we  have  Mr. 
James  R.  Norman,  the  executive  director  of  Action  for  a  Better 
Community,  Inc. 

Ladies  and  gentlemen,  we  are  very  pleased  to  have  you  with  us. 
A  number  of  you  have  testified  before  our  committee  before  and  are 
familiar  with  our  rules.  We  will  certainly  make  your  written  mate- 
rials a  part  of  our  record,  and  we  appreciate  having  your  oral  sum- 
mary at  this  point.  And  rather  than  the  way  I  read  the  names  off 
the  sheet,  why  don't  we  go  down  the  way  we  have  you  at  the  table 
here? 

Mr.  Krapels,  we  will  be  happy  to  hear  from  you  at  this  point. 
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STATEMENTS  OF  EDWARD  N.  KRAPELS,  PRESIDENT,  ENERGY 
SECURITY  ANALYSIS;  VICTOR  S.  REZENDES,  DIRECTOR,  EN- 
ERGY  AND  SCIENCE  ISSUES,  RESOURCES,  COMMUNITY,  AND 
ECONOMIC  DEVELOPMENT  DIVISION,  GENERAL  ACCOUNT- 
ING OFFICE;  DEBORAH  L.  BLEVISS,  PRESIDENT,  INTER- 
NATIONAL  INSTITUTE  FOR  ENERGY  CONSERVATION;  SCOTT 
SKLAR,  VICE  PRESIDENT,  U.S.  EXPORT  COLTVCIL  FOR  RE- 
NEWABLE ENERGY;  AMY  STEWART,  DIRECTOR,  ENERGY 
POLICY  DIVISION,  INDIANA  DEPARTMENT  OF  COMMERCE, 
ON  BEHALF  OF  NATIONAL  ASSOCIATION  OF  STATE  ENERGY 
OFFICIALS;  AND  JAMES  H.  NORMAN,  DIRECTOR,  ACTION 
FOR  A  BETTER  COMMUNITY,  INC.,  AND  ON  BEHALF  OF  NA- 
TIONAL COMMUNITY  ACTION  FOUNDATION 

Mr.  Krapels.  Thank  you,  Mr.  Chairman.  I  have  submitted  writ- 
ten testimony.  To  summarize  that,  I  would  Uke  to  talk  briefly  about 
two  of  the  elements  in  the  EPCA  reauthorization,  the  Strategic  Re- 
serve, and  especially  the  drawdown  program;  and,  second,  the  lEA 
oil-sharing  mechanism. 

I  am  afraid  to  say  that,  without  change,  I  think  there  is  a  sub- 
stantial risk  that  the  billions  of  dollars  of  taxpayer  money  invested 
in  the  SPR  and  the  thousands  of  hours  of  negotiating  time  invested 
in  the  lEA  will  be  wasted.  In  the  one  big  chance  both  the  SPR  and 
the  lEA  had  thus  far  to  prove  their  worth,  both  fell  far  short  of 
their  potential.  And  I  am  referring,  of  course,  to  the  oil  market  dis- 
ruption that  you  have  already  characterized  during  the  Iraqi  inva- 
sion of  Kuwait. 

Here  is  the  event  for  which  EPCA  was  designed,  and  yet  the  im- 
pact of  the  SPR  and  the  lEA  was  as  dull  as  it  could  be.  Much, 
much  more  could  have  been  accomplished  with  better  performance. 

In  a  nutshell,  I  think  what  I  would  propose  is  that  we  need  to, 
at  worst,  abolish  the  emergency  sharing  mechanism  of  the  lEA,  we 
need  to  rethink  the  lEA's  role  in  the  world,  and  we  need  to  rede- 
sign our  SPR  drawdown  policy  significantly  along  the  lines  that 
Jack  Riggs  has  already  recommended. 

When  Iraq  invaded  Kuwait  and  oil  prices  jumped  to  $30,  the  SPR 
was  not  drawn  down  until  January.  The  lEA  was  part  of  the  prob- 
lem, with  both  DOE  and  State  Department  officials  devoting  part 
of  their  time  in  Paris  to  managing  the  lEA's  inept  response  to  the 
crisis,  rather  than  managing  the  crisis  itself.  Astonishingly,  the 
lEA  was  a  prominent  opponent  of  the  DOE  proposal  that  the  U.S. 
Strategic  Reserve  be  drawn  down,  and  as  a  result  of  U.S.  and  IE  A 
equivocation,  oil  prices  needlessly  remained  at  the  $30  level  for 
months.  And  this  dimension  of  the  Bush  administration's  handling 
of  the  crisis  was  anything  but  expert.  The  DOE  was  not  to  blame 
because  it  was  an  advocate  of  using  the  SPR  in  August  and  Sep- 
tember of  1990,  but  its  ideas  ran  into  opposition  from  other  depart- 
ments that  understood  oil  markets  less  well  than  the  DOE  did. 

There  was  and  is  a  broad  consensus  among  economists  that  a 
sudden  large  increase  in  oil  prices  is  bad  for  the  U.S.  economy.  One 
measure  that  I  have  heard  used  again  and  again  at  the  Fed  and 
at  the  IMF  is  that  a  $5  increase  in  prices  lasting  for  one  year  can 
cause  a  0.5  percent  reduction  in  gross  national  product. 

I  believe  this  is  still  true,  and  thus,  I  believe  that  President  Bush 
was  badly  served  by  those  who  opposed  the  SPR  drawdown  in  Au- 
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gust  and  September  of  1990.  In  effect,  oil  policy  was  made  by  ama- 
teurs in  the  administration  when  the  professional  opinions  in  and 
out  of  the  administration  favored  a  prompt  and  sizable  drawdown. 

I  believe  that  even  a  small  drawdown  can  have  a  leveraged  im- 
pact on  the  market.  Why?  Because  the  SPR  is  huge,  at  590  million 
barrels.  It  probably  does  not  need  to  be  built  up  in  an  emergency 
or  in  a  hurried  sort  of  fashion.  More  importantly,  it  has  impact  be- 
cause its  4-million-barrel  drawdown  capability  presents  an  enor- 
mous threat  to  any  oil  trader  who  would  consider  "going  long"  in 
an  oil  supply  destruction.  So  SPR  drawdown  policy  needs  to  be  re- 
tooled to  reflect  the  fact  that  oil  is  now  an  efficient  and  mature 
global  market;  and  that  the  SPR  is  not  some  foreign  thing  apart 
from  it,  but  that  the  SPR  is  part  of  it,  people  are  aware  of  it,  and 
we  might  as  well  use  it. 

With  the  SPR,  I  believe  that  there  is  no  longer  a  threat  that  oil 
prices  will  rise  and  remain  at  $30  to  $40  levels.  In  98  of  the  100 
scenarios  I  can  envisage  for  the  future,  the  last  two  scenarios  are 
so  adverse  and  severe  I  would  dare  say,  the  probabilities  are  very 
low  and  no  amount  of  SPR  drawdown  planning  would  mitigate 
them.  So,  in  a  nutshell,  what  I  am  proposing  is  that  the  SPR 
drawdown  policy  be  integrated  somehow  with  the  reality  of  today's 
future  towards  physical  oil  markets,  which  are  totally  different 
from  the  regulated  utility  that  oil  was  when  EPCA  was  first  au- 
thorized or  was  first  passed  in  1975. 

It  may  even  make  sense  to  consider  or  reconsider  selling  options 
to  the  SPR,  and  some  revenues  might  even  be  available  if  such  a 
program  were  to  be  designed. 

Second,  I  think  the  Department  of  Energy  should  be  encouraged 
to  adopt  a  rapid  SPR  drawdown  strategy  as  the  default  U.S.  policy 
response,  with  or  without  the  lEA,  and  that  the  lEA  should  not  be 
allowed  to  deter  the  United  States  or  prevent  the  United  States 
from  engaging  in  a  unilateral  drawdown  if  need  be. 

Finally,  I  think  the  emergency  sharing  provisions  of  the  lEA 
should  be  scrapped.  As  long  as  they  exist,  they  will  complicate  re- 
actions to  smaller  disruptions. 

Thank  you  very  much. 

Mr.  Sharp.  Thank  you  very  much.  We  appreciate  your  testimony, 
again,  Mr.  Krapels. 

[The  prepared  statement  of  Mr.  Krapels  follows:] 

Statement  of  Edward  N.  Krapels,  President,  Energy  Security  Analysis 

The  international  oil  market  has  changed  dramatically  since  Congress  enacted  the 
1975  Energy  Policy  and  Conservation  Act  (EPCA).  Many  aspects  of  U.S.  oil  security 
policy  are  based  on  a  world  that  no  longer  exists.  The  need  to  re-authorize  some 
of  the  programs  established  by  EPCA  presents  a  useful  opportunity  to  modernize 
our  oil  security  policies,  especially  the  Strategic  Petroleum  Reserve  (SPR)  and  the 
emergency  oil  sharing  program  of  the  International  Energy  Agency  (lEA). 

Without  change,  there  is  a  substantial  risk  that  the  billions  of  dollars  of  taxpayer 
money  invested  in  the  SPR  and  the  thousands  of  hours  of  negotiating  time  invested 
in  the  lEA  will  be  wasted.  In  the  one  big  chance  both  the  SPR  and  the  lEA  have 
had  thus  far  to  prove  their  worth,  both  fell  far  short  of  their  potential.  I  am  refer- 
ring to  the  oil  market  disruption  that  followed  Iraq's  August  1990  invasion  of  Ku- 
wait. Here  was  the  event  for  which  EPCA's  security  policies  were  designed,  yet  their 
impact  was  as  dull  as  the  dud  bombs  that  fell  from  NATO  aircraft  in  the  actions 
against  Bosnian  Serbs  earlier  this  month. 

If  the  performance  of  the  SPR  and  the  lEA  in  future  oil  disruptions — which  will 
surely  come — is  as  bad  as  it  was  in  1990,  Congress  might  as  well  scrap  these  EPCA 
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programs,  sell  the  oil  from  the  SPR,  and  put  the  money  in  the  Treasury.  Why  such 
a  harsh  view?  Because  as  they  are  currently  designed,  these  policy  instruments  are 
relics  of  oil's  Middle  Ages.  International  oil  has  changed,  and  our  security  policies 
need  to  change  with  it. 

Twenty  years  ago,  when  Congress  enacted  EPCA,  there  was  no  international  oil 
market.  Instead,  oil  was  a  type  of  internationally  regulated  utility  run  by  the  major 
oil  companies  and  their  home  governments.  The  global  industry  was  composed  of  a 
core  group  of  vertically  integrated  international  majors,  a  large  number  oi  "national 
champion '  State-owned  oil  companies,  and  some  independents.  There  were  prac- 
tically no  trading  companies,  and  their  role  was  marginal  in  the  strictest  definition 
of  that  loaded  term.  And  oil  careers  were  much  more  like  civil  service  jobs  than  they 
are  today.  Anyone  who  became  a  senior  executive  for  a  major  oil  company  could 
count  on  becoming  fairly  wealthy  and  had  a  much  more  secure  career  man  he,  or 
she,  has  today. 

Oil  policy  has  been  swept  up  in  all  of  the  major  forces  that  have  shaped  our  world. 
First,  it  has  been  changea  by  the  end  of  the  cold  war  and  the  redefinition  of  national 
security.  Twenty  years  ago,  oil  supply  security  was  defined  in  terms  of  "shortages" 
caused  by  collective  actions  by  the  Arab  oil  exporting  countries  that  were  unhappy 
about,  inter  alia,  U.S.  policy  towards  the  Palestinian  problem.  Twenty  years  later, 
we  have  learned  that  Arab  countries  are  as  diverse  in  interest  and  orientation  as 
European  nations,  and  the  Arab/Israeli  dispute  no  longer  has  much  linkage  with  oil 
supply  or  price.  More  generally.  Middle  East  political  instability  no  longer  elicits  the 
deep  concern  about  oil  it  once  did:  even  Iraq's  invasion  of  Kuwait  did  not  revive 
enough  anxiety  to  the  United  States  toward  a  serious  oil  conservation  program.  To- 
day's paradigm  for  oil  security  is  not  a  national  stockpile  or  a  national  oil  company 
or  "access  to  secure  crude."  Instead,  it  is  Desert  Storm,  which  taught  us  that  the 
Arab  world  is  hopelessly  divided,  that  the  rich  conservative  nations  on  the  Saudi 
side  of  the  Gulf  are  staunch  allies  of  the  "Western"  world,  and  that  their  Iraqi  and 
Iranian  adversaries  are  not  capable  of  developing  a  strategic  threat  to  these  coun- 
tries that  the  United  States  and  the  United  Nations  cannot  fix.  This  rather  san- 
guine security  view  could  change,  especially  if  Iraq  or  Iran  were  to  develop  nuclear 
capability,  but  this  is  still  too  distant  a  prospect  to  affect  American  oil  policy. 

Second,  oil  has  been  caught  up  in  tne  financial  revolution.  That  revolution  has 
accomplished  many  things.  Above  all,  it  has  provided  hedging  mechanisms  and  their 
obligatory  speculative  counterparts.  Many  in  Washington  scorn  these  mechanisms 
and  the  'masters  of  the  universe"  that  sell  them.  But  these  new  mechanisms  would 
not  sell  if  there  were  not  a  need  for  them.  And  there  is  a  need  for  them  because 
the  old  structures  that  used  to  provide  considerable  protection  against  oil  price  risk 
are  gone.  The  vertically  integrated  market  created  by  the  major  oil  companies  is 
gone,  as  are  the  brilliantly  conceived  mechanisms — the  Aramco  partnership,  the 
NIOC  consortium,  the  Kuwaiti  agreement — whereby  the  majors  prevented  surplus 
crude  from  upsetting  the  market  for  decades. 

What  replaced  the  majors — OPEC— is  a  shadow  of  its  former  self,  and  now  seems 
to  stand  for  Organization  of  Political  Enemy  Countries.  Had  OPEC  been  more  effec- 
tive in  the  1980's,  the  crude  futures  and  forward  markets  and  all  of  the  exotic  de- 
rivatives they  have  spawned  would  have  been  stillborn.  But  OPEC's  influence  was 
eroded  first  by  its  huge  misjudgments  of  1979-80  (trying  to  institutionalize  $30 
crude  oil  price  levels  appropriate  only  for  the  brief  period  of  market  panic)-  then  by 
Saudi  Arabia's  determined  but  ultimately  doomed  effort  to  hold  up  the  $30  price 
structure  from  1981  to  1985;  then  by  the  enmity  between  core  OPEC  members  Iran, 
Iraq,  and  Kuwait;  and  finally  by  its  members  underestimation  of  the  power  held 
by  the  financial  community  that  became  OPEC's  rival  for  influence  in  the  mid- 
1980's. 

Fourth,  the  oil  industry  in  the  United  States  has  been  transformed  by  the  harsh, 
even  brutal,  requirements  of  modern  management  theories.  American  oil  companies 
have  been  "McKinseyed,"  sometimes  nearly  to  death.  Staff  levels  have  been  cut  in 
half,  employee  productivity  is  at  record  high  levels,  and  out-sourcing  of  everything 
froni  janitorial  services  to  oil  market  analysis  has  become  the  norm.  The  gains  in 
efficiency  have  been  dramatic,  as  has  been  the  toll  on  career  security.  This  revolu- 
tion is  irreversible,  and  represents,  a  force  that  will  sweep  through  the  rest  of  the 
industry  over  the  next  decade.  European,  Japanese,  and  "national  champion"  oil 
companies  in  other  regions  will  not  be  able  to  compete — or  at  least  not  without  overt 
or  covert  subsidies  from  their  governments — with  the  new,  grimmer,  slimmer  oil 
merchants  of  the  Atlantic  Basin. 

The  oil  business,  in  a  nutshell,  has  become  ever  more  efficient,  swift,  global,  and 
sophisticated.  Moreover,  the  effect  of  the  financial  community's  embrace  of  oil  com- 
bined with  the  increasing  efficiencies  of  Anglo-Saxon  oil  companies  results  in  chron- 
ic downward  pressure  on  profit  margins.  The  margins  in  petroleum  production  and 
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refining  are  under  the  constant  scrutiny  of  the  wizards  of  Wall  Street  and  the  City 
of  London.  International  petroleum  commerce,  to  put  it  bluntly,  has  evolved  (or  de- 
volved, if  you  prefer)  out  of  an  oligopolistic  past  (the  pre-1973  era)  through  a  regu- 
lated phase  (the  "OPEC  decade"  of  1974  to  1985)  into  a  modern — indeed  a  very  mod- 
ern— market  in  the  truest  sense  of  that  overused  word.  And  one  of  the  characteris- 
tics of  an  efficient  market  is  modest  profits  and  harsh  operating  circumstances. 

And  so  we  have  a  new  paradigm  tor  international  oil:  it  is  finally  a  market.  That 
means  oil  policy-makers  face  a  totally  different  situation  now  than  in  1975,  when 
EPCA  became  law.  In  today's  complex  oil  market,  as  a  result  of  the  foresight  of  Con- 
gress and  the  Nixon  and  Ford  administrations,  we  have  a  really  large  Strategic  Re- 
serve. If  used,  it  could  mitigate  the  adverse  effects  of  90  percent  of  the  disruptions 
we  are  likely  to  face  in  the  future.  In  today's  complex  oil  market,  the  oil  exporting 
countries  are  no  longer  united  as  a  political  block  against  the  United  States.  Severd 
have  become  among  our  closest  allies.  In  todays  global  oil  market,  supply,  demand 
and  price  are  much  better  at  coping  with  supply  disruptions.  We  saw  how  well  the 
market  worked  in  1990:  prices  rose  in  August,  remained  high  as  long  as  the  Iraqi 
threat  remained  viable  and  as  long  as  the  United  States  failed  to  draw  on  its  huge 
Reserves,  and  then  collapsed  as  soon  as  it  became  apparent  Iraq  was  no  threat  to 
Saudi  Arabia. 

In  today's  complex  oil  market,  we  no  longer  need  to  have  in  place  some  of  the 
policies  that  "fight  the  last  war,"  especially  policies  that  call  for  government  alloca- 
tion and  rationing,  nor  do  we  need  institutional  mechanisms  whose  job  it  is  to  im- 
plement these  inappropriate  policies. 

In  a  nutshell,  we  need  to  abolish  the  emergency  sharing  program  of  the  lEA,  we 
need  to  rethink  the  lEA's  role  in  the  world,  and  we  need  to  redesign  our  SPR 
drawdown  policy.  When  Iraq  invaded  Kuwait  in  August  1990,  oil  prices  jumped  to 
$30,  yet  the  SPR  was  not  drawn  down.  The  lEA  was  part  of  the  problem,  with  DOE 
and  State  Department  officials  devoting  part  of  their  time  to  "managing"  lEA's  inept 
responses  to  the  crisis  rather  than  to  the  crisis  itself  Astonishingly,  the  lEA  was 
a  prominent  opponent  of  the  DOE  proposal  that  the  U.S.  Strategic  Petroleum  Re- 
serve be  drawn  down.  As  a  result  of  U.S.  and  lEA  equivocation,  oil  process  need- 
lessly remained  at  the  $30  level  for  months.  This  dimension  of  the  Bush  administra- 
tion's handling  of  the  crisis  was  anything  but  expert.  The  Department  of  Energy 
was  not  to  blame,  because  it  advocated  using  the  SPR  in  August  and  September 
1990,  but  its  ideas  ran  into  opposition  from  other  departments  that  understood  the 
oil  markets  less  well  than  DOE  did. 

There  was  (and  is)  a  broad  consensus  among  economists  that  a  sudden,  large  in- 
crease in  crude  prices  is  bad  for  the  U.S.  economy.  One  measure  is  that  a  $5  in- 
crease in  oil  prices  can  cause  an  0.5  percent  decrease  in  GNP.  I  believe  this  to  be 
true,  and  thus  I  believe  that  President  Bush  was  badly  advised  by  those  who  op- 
posed an  SPR  drawdown  in  the  autumn  of  1990.  Oil  policy  was  made  by  amateurs 
in  the  administration  when  virtually  all  professional  opinion  in  and  out  of  the  ad- 
ministration favored  a  prompt  and  sizeable  drawdown. 

I  believe  that  even  small  SPR  drawdowns  can  have  a  leveraged  impact  on  the 
market.  Why?  Because  the  SPR  is  huge — at  590  million  barrels — and  more  impor- 
tantly, because  its  4  million  b/d  drawdown  capability  presents  an  enormous  threat 
to  any  oil  trader  who  might  consider  "going  long"  when  a  supply  disruption  occurs. 
SPR  drawdown  policy  needs  to  be  retooled  to  reflect  the  fact  that  oil  is  now  an  effi- 
cient global  market,  and  that  the  SPR  is  part  of  it.  With  the  SPR,  I  believe  there 
is  no  longer  the  threat  that  oil  prices  will  rise  and  remain  at  $30  or  $40  per  barrel 
levels  in  98  of  the  100  scenarios  I  can  envisage  for  the  future.  The  market  has  devel- 
oped efficient  mechanisms  that  will  reflect  quickly  the  enormous  physical  and  psy- 
chological impact  of  an  SPR  drawdown  in  the  face  of  supply  uncertainty  elsewhere 
in  the  system. 

If  this  is  the  business  environment  of  international  oil,  then  its  present  and  its 
future  are  very  different  from  its  past,  and  U.S.  oil  security  policy  can  be  simplified 
and  streamlined  to  take  these  changes  into  account. 

I  would  like  to  leave  you  with  a  new  image  about  oil's  place  in  the  future.  The 
image  is  that  of  today's  oil  market  as  a  "virtual  market",  as  in  virtual  reality.  This 
phantasmagorical  market  sits  on  top  of  the  physical  market,  but  it  stretches  and 
turns  in  phenomenal  ways.  I  don't  mean  this  image  to  be  critical  in  any  way:  the 
virtual  market  is  dominating  the  physical  market,  and  it  will  not  go  away.  So  the 
next  time  there  is  an  oil  crisis  and  an  lEA  meeting  to  deal  with  it,  consider  that 
at  the  same  time  the  lEA  Ministers  gather  solemnly  in  Paris,  that  there  is  another, 
more  fantastic  meeting  taking  place  in  the  virtual  oil  market.  At  the  virtual  meeting 
sit  the  hedge  funds  and  the  oil  market-makers,  and  what  they  decide  is  every  bit 
as  important  as  what  the  lEA  ministers  do.  The  SPR  should  be  on  the  agenda  of 
both  meetings:  at  the  lEA  meeting,  coordinated  SPR  drawdowns  by  those  few  mem- 
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ber  countries  who  have  them  should  be  the  first  line  of  defense,  and  not  the  last 
(which  was  the  policy  of  the  old  guard);  at  the  "virtual"  meeting,  paper  oil  traders 
should  be  taking  their  positions  knowing  that  oil  from  storage  would  be  released 
into  the  market. 

It  is  time  to  recognize  that  the  inflexible  SPR  drawdown  policies  and  the  emer- 
gency sharing  provisions  of  the  lEA  were  "hedges"  designed  in  the  1970's  for  the 
conditions  of  the  1970's.  To  adapt  them  to  the  realities  of  the  next  20  years,  the 
following  steps  should  be  taken: 

1.  The  SPR  drawdown  policy  should  be  integrated  with  the  financial  markets  that 
now  dominate  oil  pricing.  It  makes  sense  to  reconsider  selling  options  to  the  SPR. 

2.  The  Department  of  Energy  should  be  encouraged  to  adopt  a  "rapid  SPR 
drawdown"  strategy  as  the  default  U.S.  policy  response  to  an  oil  supply  and  price 
disruption. 

3.  The  Department  of  Energy  and  the  State  Department  should  take  steps  to  en- 
sure that  the  IE  A  cannot  hinder  U.S.  efforts  to  develop  a  multilateral  drawdown 
strategy. 

4.  The  emergency  sharing  provisions  of  the  lEA  should  be  scrapped:  they  will  not 
work.  I  am  grateful  for  this  opportunity  to  convey  my  views  to  the  Congress  and 
would  be  happy  to  answer  any  questions. 

Mr.  Sharp.  Mr.  Rezendes,  we  would  be  happen  to  hear  from  you 

STATEMENT  OF  VICTOR  S.  REZENDES 

Mr.  Rezendes.  Thank  you,  Mr.  Chairman,  it  is  a  pleasure  to  be 
here.  You  asked  us  to  address  three  basic  issues  on  work  we  have 
done  at  your  request.  I  will  remind  you  of  those:  (1)  the  relative 
priorities  we  should  be  giving  to  the  several  near-  and  long-term 
options  for  improving  the  readiness  and  expansion  of  the  SPR;  (2) 
the  evolving  role  of  lEA;  and  (3)  the  potential  of  enhanced  revenues 
at  the  Naval  Petroleum  Reserve  in  Elk  Hills,  Calif  I  will  briefly 
summarize  those  for  you. 

Maintaining  the  SPR  drawdown  capability  by  resolving  the  prob- 
lems of  the  geothermal  heating  and  gas  buildup  in  stored  crude  oil 
and  replacing  equipment  that  is  at  the  end  of  its  design  life  of  20 
years,  would  both  likely  return  benefits  in  excess  of  the  relatively 
modest  cost  involved.  As  a  result,  we  would  rank  these  as  a  high 
priority. 

Continuing  to  fill  the  reserve  to  its  design  capacity  of  750  million 
barrels  or  expanding  it  to  1  billion  barrels  both  entail  much  higher 
costs  and  would  likely  produce  net  benefits  only  in  the  more  severe 
and  longer-term  disruptions.  Given  the  competing  budget  demands, 
we  would  assign  that  option  a  lower  relative  priority. 

The  benefit  of  increasing  the  daily  drawdown  capacity  of  either 
the  current  or  an  expanded  reserve  are  less  clear.  Doing  so  could 
enhance  our  ability  to  introduce  larger  amounts  of  oil  into  dis- 
rupted markets  quickly  and  dampening  the  oil  price  increases  and 
their  related  economic  impacts.  Also,  the  costs  are  likely  to  be  com- 
paratively lower  than  the  cost  of  purchasing  large  amounts  of  addi- 
tional oil  or  expanding  the  reserve.  As  a  result,  we  would  assign 
this  option  a  medium  priority. 

Switching  to  lEA,  the  mission  of  lEA  is  evolving  from  one  fo- 
cused primarily  on  member  country  responses  to  oil  disruptions  to 
one  based  on  a  broadened  definition  of  energy  security  that  gives 
more  emphasis  to  the  impact  of  energy  policies  and  global  economic 
development,  the  growing  importance  of  environmental  impacts  of 
energy  production  and  use,  and  the  need  to  enhance  relations  with 
nonmember  countries.  The  need  for  enhanced  relations  with 
nonmember   countries   recognizes   the   increasing   economic   inter- 
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dependence  and  the  rapid  growth  in  energy  use  of  nonmember 
countries. 

And,  finally,  enhancing  revenues  from  the  Naval  Petroleum  Re- 
serve: We  found  it  will  be  difficult  for  the  Department  of  Energy 
to  increase  revenues  from  the  sale  of  crude  oil  from  the  NPR  by 
shipping  the  oil  to  the  Gulf  Coast  or  midcontinent  refineries  be- 
cause of  the  relatively  low  quality  of  this  oil  and  the  shipping  costs 
involved.  We  may  be  able  to  enhance  revenues  by  doing  certain 
other  things,  however:  replacing  the  current  oil  price  index;  not 
necessarily  invoking  the  preference  to  small  refineries  for  purchase 
of  oil;  adopting  the  industry  standard  billing  practice;  and,  finally, 
more  aggressively  marketing  the  oil  in  California. 

Thank  you,  Mr.  Chairman. 

Mr.  Sharp.  Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Rezendes  follows:] 

Statement  of  Victor  S.  Rezendes,  Director,  Energy  and  Science  Issues,  Re- 
sources, Community,  and  Economic  Development  Division,  General  Ac- 
counting Office 

Mr.  Chairman  and  members  of  the  subcommittee:  We  are  pleased  to  discuss  the 
results  of  our  ongoing  and  recently  completed  work  as  it  relates  to  the  reauthoriza- 
tion of  the  Energy  Policy  and  Conservation  Act.  Specifically,  you  asked  us  to  sum- 
marize the  results  of  our  work  performed  at  your  request  on  (1)  the  relative  priority 
that  should  be  given  to  several  near-  and  long-term  options  for  improving  the  readi- 
ness and  expansion  of  the  Strategic  Petroleum  Reserve  (SPR),  (2)  the  evolving  mis- 
sion of  the  International  Energy  Agency  (lEA),  and  (3)  options  for  enhancing  the 
government's  revenue  from  the  sale  of  crude  oil  from  the  Naval  Petroleum  Reserve 
(NPR)  in  Elk  Hills,  California,  including  the  possibility  of  selling  the  oil  to  Gulf 
Coast  and  mid-continent  refiners.  At  your  request,  my  statement  today  will  focus 
mainly  on  the  first  issue. 

In  summary,  our  work  to  date  indicates  that:  resolving  oroblems  that  affect  readi- 
ness like  geothermal  heat  and  gas  buildup  in  stored  crude  oil  and  replacing  equip- 
ment that  is  at  the  end  of  its  design  life  would  correct  or  prevent  the  significantly 
degraded  ability  of  the  SPR  to  respond  to  oil  disruptions.  We  ranked  this  option  as 
high  priority.  Continuing  to  fill  the  reservoir  to  its  current  capacity  of  750  million 
barrels  or  expanding  the  reserve  to  hold  1  billion  barrels  both  entail  much  higher 
costs.  Considering  the  potential  benefits  and  competing  budget  demands,  we  gave 
this  option  a  lower  relative  priority.  The  benefits  of  increasing  the  SPR's  daily  draw- 
down capability  are  less  clear.  But  doing  so  would  increase  our  capability  to  respond 
more  flexibly  to  oil  disruptions,  and  would  likely  entail  more  moderate  costs.  We 
ranked  this  option  a  medium  priority. 

The  mission  of  lEA  is  evolving  from  one  focused  primarily  on  member  country  re- 
sponses to  oil  disruptions  to  one  based  on  a  broadened  definition  of  energy  security 
that  gives  more  emphasis  to  the  impact  of  energy  policies  on  global  economic  devel- 
opment, the  growing  importance  of  the  environmental  impacts  of  energy  production 
and  use,  and  enhanced  relations  with  lEA's  nonmember  countries.  The  need  for  en- 
hanced relations  with  nonmember  countries  recognizes  (1)  the  increasing  inter- 
dependence between  the  economies  and  energy  markets  of  lEA  and  the 
nonnmember  countries  and  (2)  the  rapid  growth  in  energy  use  of  the  nonmember 
countries. 

As  indicated  in  our  recently  issued  report,  i  it  will  be  difficult  for  the  Department 
of  Energy  (DOE)  to  increase  revenue  from  NPR  oil  sales  by  selling  oil  to  Gulf  Coast 
or  mid-continent  oil  refineries  because  this  oil  is  of  lower  quality  than  other  avail- 
able crudes  and  shipping  costs  are  high.  DOE  may  be  able  to  enhance  revenues  in 
several  other  ways. 

With  respect  to  the  SPR,  you  asked  us  to  analyze  the  potential  costs,  benefits,  and 
relative  priority  of  (1)  eliminating  problems  related  to  the  buildup  of  the  heat  and 
gas  content  of  some  crude  oil  in  the  SPR;  (2)  replacing  existing  facilities  and  sys- 
tems to  extend  the  useful  life  of  the  reserve;  (3)  filling  the  SPR  to  the  current  750 
million  barrel  capacity,  or  expanding  and  filling  the  SPR  to  1  billion  barrels;  and 


1  Naval  Petroleum  Reserve:,  Limited  Opportunities  Exist  to  Enhance  Revenues  From  Oil  Sales 
in  CaUfornia  (GAO/RCED-94-126,  May  24,  1994). 
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(4)  increasing  the  daily  draw-down  rate  from  4.5  to  6  million  barrels  for  the  SPR's 
current  size,  as  well  as  for  a  1  billion  barrel  reserve. 

The  Energy  Policy  and  Conservation  Act  authorized  the  creation  of  the  SPR  to 
store  up  to  1  billion  barrels  of  crude  oil  for  use  during  a  disruption  in  the  oil  supply. 
Currently  DOE,  which  manages  the  reserve,  has  developed  a  capacity  to  store  750 
million  barrels  of  oil  in  Gulf  Coast  salt  dome  caverns  and  to  drawdown  the  reserve 
at  a  design  maximum  rate  of  4.5  million  barrels  a  day.  Since  fiscal  year  1976,  Con- 
gress has  appropriated  about  $21  billion  (or  about  $33  billion  when  adjusted  for  in- 
flation to  1994  Qollars)  for  SPR  programs  and  activities.  As  a  result  almost  600  mil- 
lion barrels  of  crude  oil  has  been  stored. 

In  conducting  this  analysis  we  held  extensive  interviews  at  DOE  headquarters 
and  the  SPR  program  office  and  reviewed  numerous  related  studies  and  evaluations. 
We  also  used  a  DOE  model  that  is  designed  to  examine  the  costs  and  benefits  asso- 
ciated with  a  variety  of  size  and  draw-down  issues.  The  benefits  largely  come  from 
replacing  oil  that  is  unavailable  because  of  disruptions  with  SPR  oil,  thus  dampen- 
ing oil  price  increases  and  their  resulting  impact  on  the  Nation's  economy.  The 
model  allows  us  to  make  different  assumptions  about  the  probability  and  length  of 
disruptions,  oil  prices  and  the  quantities  of  oil  available  in  the  market  place,  market 
price  elasticities,  the  impact  of  oil  price  increases  on  the  gross  national  product,  dis- 
count rates,  and  other  parameters.  We  used  the  model  to  evaluate  the  net  benefits 
of  addressing  the  readiness  and  expansion  issues  listed  above  under  various  as- 
sumptions or  scenarios.  These  scenarios  ranged,  for  example,  from  short  minor  dis- 
ruptions to  longer,  more  severe  disruptions.  We  also  variea  how  responsive  the  mar- 
ket is  in  terms  of  price  adjustment  and  replacement  of  disrupted  oil. 

In  the  SPR,  the  amount  of  oil  available  for  drawdown  and  total  daily  draw-down 
rates  have  been  lessened  by  elevated  temperatures  of  the  stored  crude  oil  due  to 

feothermal  heating,  and  the  high  gas  content  of  some  of  the  oil,  caused  primarily 
y  the  intrusion  oi  methane  from  the  surrounding  salt  formations.  These  conditions 
diminish  DOE's  ability  to  drawdown  the  oil  because  as  a  result  of  the  heat  and  gas 
buildup,  the  vapor  pressure  of  the  oil  is  above  safety  and  air  pollution  limits.  The 
vapor  pressure  must  be  reduced  to  ensure  that  the  SPR  can  deliver  crude  oil  at  the 
proper  specifications  for  commercial  transportation  and  refining. 

As  early  as  1984,  DOE  had  indications  that  crude  oil  stored  in  the  SPR  had  ele- 
vated temperatures  and  excessive  gas  content.  However,  early  test  results  to  deter- 
mine the  scope  and  impact  of  the  problem  were  inconclusive.  After  becoming  con- 
vinced in  1993  that  the  problems  were  significant  and  widespread,  DOE  established 
a  Vapor  Pressure  Task  Force  consisting  of  SPR  personnel,  various  contractors,  and 
representatives  of  DOE's  national  laboratories,  to  define  the  full  extent  of  the  prob- 
lem and  develop  corrective  actions.  While  tests  continue,  DOE  now  estimates  that 
about  400  million  barrels,  or  two-thirds  of  the  oil,  are  affected.  Through  a  combina- 
tion of  blending  of  the  affected  and  unaffected  oil  and  observing  certain  operating 
restrictions,  DOE  estimates  that  about  520  million  barrels  could  be  drawn  out  of 
the  reserve  without  further  corrective  actions,  but  only  at  a  maximum  daily  draw- 
down rate  of  about  2  million  barrels  per  day,  which  is  less  than  half  the  maximum 
design  rate  for  the  reserve.  Without  these  actions,  DOE  estimates  that  only  about 
800,000  barrels  can  be  drawn  down  per  day. 

DOE  plans  to  permanently  install  heat  exchangers  to  dissipate  the  excess  heat 
as  the  reserve  is  drawn  down.  DOE  plans  to  complete  this  work  by  April  1995,  at 
a  cost  of  about  $19  million.  To  reduce  the  gas  content  of  the  oil  to  acceptable  levels, 
DOE  will  bring  about  144  million  barrels  to  the  surface,  degas  it,  and  then  return 
and  blend  it  with  other  oil  in  the  caverns.  DOE  plans  to  complete  this  work  by  No- 
vember 1997  at  a  cost  of  about  $45  million. 

Using  a  DOE  model,  we  estimate  that  the  benefits  of  correcting  the  heat  and  gas 
problems  could  be  substantial.  The  net  present  value  of  the  benefits  ranges  from 
about  $2.9  billion  to  $16.7  billion,  depending  on  the  extent  to  which  draw-down  ca- 
pabilitv  is  restricted  and  the  various  oil  disnaption  scenarios  evaluated.  The  benefits 
are  substantial  because  the  heat  and  gas  problems  significantly  impair  the  SPR's 
draw-down  capability  and  therefore  limit  the  SPR's  ability  to  dampen  oil  price  in- 
creases and  their  economic  impact.  Because  of  the  large  potential  benefits  and  rel- 
atively low  total  cost  of  this  action — about  $64  million — we  would  assign  it  a  high 
priority. 

The  SPR's  draw-down  rate  is  also  threatened  by  major  problems  in  the  mechani- 
cal, civil,  and  electrical  systems  that  DOE  believes  will  become  progressively  worse 
over  time.  The  United  States  has  invested  over  $3.7  billion  (or  about  $6  billion  when 
adjusted  for  inflation)  in  SPR  storage  sites  and  related  distribution  systems.  These 
systems  were  installed  in  the  late  1970's  and  early  1980's  with  a  designed  life  span 
of  20  years.  DOE  plans  to  replace  and  upgrade  the  draw-down  and  distribution  sys- 
tems through  its  Life  Extension  Program  and  at  the  same  time  simplify  and  stand- 
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ardize  equipment  to  reduce  future  maintenance  costs.  These  changes  will  also  give 
DOE  greater  ability  to  test  equipment  under  maximum  usage  rates. 

Based  on  DOE's  evaluation  of  SPR  system  availability  without  a  Life  Extension 
Program,  we  estimate  that  the  daily  draw-down  rate  could  drop  to  about  3  million 
barrels  per  day  or  about  67  percent  of  the  system's  design  capability,  within  10 
years.  Tne  most  severe  drop  will  occur  at  the  SPR's  two  largest  sites,  the  Bryan 
Mound,  Texas,  and  West  Hackberry,  Louisiana,  sites  where  over  420  million  barrels 
of  SPR  oil  are  stored.  DOE  estimates  that  the  Life  Extension  Program  will  take  7 
years  to  complete  and  cost  about  $375  million  (or  about  $315  million  in  present 
value  terms).  It  will  extend  the  useful  life  of  the  reserve  to  the  year  2025. 

Our  model  analysis  shows  that  if  the  draw-down  rate  is  lessened  to  about  3  mil- 
lion barrels  per  day,  the  net  benefits  of  carrying  out  the  Life  Extension  Program 
could  be  as  high  as  $1.6  billion  across  the  various  disruption  scenarios  in  which  the 
reserve  would  be  needed.  These  results  do  not  include  the  additionsil  maintenance 
costs  of  keeping  the  present  SPR  facilities  and  systems  operational  if  life  extension 

E rejects  are  not  done.  Given  the  potential  extent  to  which  the  SPR's  capability  will 
e  degraded  without  the  Life  Extension  Program,  and  the  potential  net  benefits  of 
preserving  the  large  investment  in  equipment  and  capability  to  date,  we  would  also 
assign  this  activity  a  high  priority. 

Because  of  budget  constraints,  DOE  is  not  requesting  any  funds  in  fiscal  year 
1995  to  continue  to  fill  the  reserve  to  its  current  750  million  barrel  capacity.  DOE 
estimates  that  filling  the  reserve  to  full  capacity  would  cost  a  total  of  about  $4.2 
billion  (or  $3.7  billion  in  present  value  terms).  Also,  DOE  has  informed  the  Congress 
that  because  of  extreme  demands  on  the  Federal  budget,  the  administration  does 
not  foresee  that  expansion  of  the  reserve  to  the  authorized  1  billion  barrels  will  be 
possible  within  a  meaningful  planning  horizon.  DOE  estimates  that  expanding  and 
filling  the  reserve  to  1  billion  barrels  would  cost  between  $10  and  $11  billion  (or 
between  $6.4  and  $7.1  billion  in  present  value  terms),  depending  on  the  price  of  oil 
and  which  sites  are  selected  for  the  expansion.  Any  expansion  of  the  reserve  would 
also  have  to  address  the  potential  for  heat  and  gas  buildup  in  the  expanded  portion 
of  the  reserve  as  well. 

Our  model  analysis  shows  that  filling  the  reserve  from  600  to  its  current  750  mil- 
lion barrel  capacity  could  produce  net  oenefits  ranging  from  about  $1.5  to  $3.3  bil- 
lion, but  generally  only  under  the  more  severe  disruption  scenarios,  in  which  large 
disruptions  are  more  likely  and  longer  lasting.  The  costs  exceed  the  benefits  by  as 
much  as  $1.3  billion  under  a  milder  disruption  scenario  in  which  disruptions  are 
shorter.  Because  of  the  very  high  cost  of  expanding  and  filling  the  reserve  to  1  bil- 
lion barrels,  our  model  results  show  that  the  costs  exceed  the  expected  benefits 
under  all  but  the  most  severe  disruption  scenario.  Such  costs  exceeded  the  benefits 
by  as  much  as  $2.8  billion.  Because  of  the  high  cost  of  purchasing  additional  oil  and 
expanding  reserve  capacity,  and  the  relatively  fewer  disruption  scenarios  under 
which  a  larger  reserve  would  produce  benefits,  we  would  assign  these  options  lower 
relative  priority. 

In  a  related  issue,  some  SPR  staff  believe  that  cost  savings  may  be  possible  if  the 
size  of  the  SPR  is  officially  capped  at  its  current  size  of  about  600  million  barrels. 
This  cap  could  enable  DOE  to  consolidate  and  take  out  of  operation  unneeded  sites 
and  limit  life  extension  projects  to  only  those  sites  remaining.  We  understand  that 
SPR  staff  are  examining  this  issue  but  have  not  yet  reached  any  conclusions. 

DOE's  cost  estimates  for  increasing  the  maximum  daily  drawdown  capability  from 
the  existing  4.5  to  6  million  barrels  per  day  as  the  reserve  is  expanded  to  1  billion 
barrels  range  from  $2  million  to  $196  million  depending  on  which  expansion  sites 
DOE  selects.  DOE  has  not  prepared  any  cost  estimates  for  achieving  the  same  in- 
crease in  capability  for  the  existing  reserve  without  an  expansion.  SPR  program  offi- 
cials we  spoke  with,  however,  said  that  such  capability  could  be  added,  and  that  if 
such  an  addition  is  required,  it  would  make  sense  to  include  it  in  the  Life  Extension 
Program.  Any  increase  in  draw-down  capability  also  assumes  the  heat  and  gas 
buildup  problem  is  resolved. 

Our  model  analysis  shows  that  increasing  draw-down  capability  to  6  million  bar- 
rels per  day,  either  for  the  current  or  expanded  reserve,  produces  net  benefits  under 
most  scenarios  only  for  the  expanded  reserve.  However,  we  can  not  fully  evaluate 
the  potential  advantages  of  increased  draw-down  capability  because  of  model  con- 
straints that  limit  the  amount  of  SPR  oil  that  can  be  released  at  any  given  time. 
For  example,  the  model  will  not  readily  allow  the  user  to  increase,  or  '  surge"  initial 
draw-down  and  then  lower  it  if  a  disruption  is  likely  to  last  longer  than  originally 
anticipated.  Such  surge  capability  could  offer  an  advantage  in  meeting  DOE's  stated 
intention  of  quickly  injecting  large  amounts  of  oil  into  disrupted  markets  to  dampen 
oil  price  increases.  The  model  does  show  that  if  disruptions  are  relatively  short,  in- 
creasing daily  draw-down  capability  provides  more  net  benefits  than  increasing  the 
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current  size  of  the  reserve.  The  costs  of  increasing  daily  draw-down  capabiUty  are 
likely  to  be  comparatively  lower  than  large  additional  oil  purchases  or  expansion  of 
the  reserve,  and  would  provide  additional  flexibility  to  respond  to  a  wider  range  of 
disruption  scenarios.  As  such,  we  would  assign  this  option  as  related  to  the  reserve's 
current  size  a  medium  priority. 

Mr.  Chairman,  with  respect  to  lEA,  you  asked  us  to  assess  (1)  how  lEA's  mission 
has  evolved  and  what  its  current  goals  are,  (2)  what  lEA  intends  to  achieve  through 
its  recent  activities  in  the  nonmember  countries  and  in  the  envirormiental  area,  and 
(3)  how  well  lEA  coordinates  its  activities  with  other  international  organizations. 
You  also  asked  us  to  summarize  our  views  on  the  need  for  lEA's  Emergency  Oil- 
Sharing  System. 

The  lEA,  an  organization  of  23  oil-consuming,  industrialized  nations,  including 
the  United  States,  was  formed  in  response  to  the  1973-74  oil  embargo,  to  ensure 
the  collective  energy  security  of  its  members.  Central  to  lEA's  early  mission  was  (1) 
encouraging  member  countries  to  provide  for  emergency  oil  stocks,  such  as  the  SPR, 
and  (2)  creating  a  system  for  sharing  available  oil  supplies  among  members  during 
an  oil  disruption.  In  1994,  the  United  States  will  contribute  about  $6  million,  or  25 
percent,  of  the  lEA's  $23  million  budget. 

According  to  lEA  officials,  energy  security  is  now  no  longer  simply  a  matter  of 
member  countries  being  prepared  for  a  disruption  in  the  supply  of  oil,  which  was 
lEA's  primary  mission  when  it  was  formed.  lEA  now  sees  energy  security  as  encom- 
passing global  economic  development,  the  environmental  impacts  of  energy  produc- 
tion and  use,  and  enhanced  relations  with  nonmember  countries.  Energy  policies 
can  have  a  significant  impact  on  the  world's  economies.  In  addition,  environmental 
policies  now  have  a  major  effect  on  world  energy  production  and  consumption.  Also, 
the  economies  and  energy  markets  of  lEA's  member  and  nonmember  countries  have 
become  increasingly  interdependent  and  the  demand  for  energy  is  expected  to  con- 
tinue to  rapidly  increase  in  the  nonmember  countries.  According  to  lEA  officials,  it 
is  now  in  its  members'  best  interest  to  encourage  countries  outside  of  lEA  to  move 
toward  market  economies  and  to  influence  how  these  countries  address  their  in- 
creased demand  for  energy. 

In  response  to  a  broadened  definition  of  energy  security,  lEA  updated  its  mission 
by  developing  new  shared  goals  for  energy  policy  in  1993.  The  new  goals  place 
greater  emphasis  on  diversifying  energy  sources,  rather  than  on  reducing  depend- 
ence on  imported  oil.  Specifically,  the  goals  encourage  (1)  diversity,  efficiency,  and 
flexibility  within  the  energy  sector;  (2)  the  development  of  more  environmentally  ac- 
ceptable energy  sources;  (3)  free  and  open  energy  markets  with  undistorted  energy 
prices;  and  (4)  cooperation  among  all  energy  market  participants. 

lEA  is  responding  to  the  broadened  definition  of  energy  security  in  part  by  devel- 
oping closer  ties  with  the  nonmember  countries  such  as  those  in  Central  and  East- 
em  Europe.  DOE  and  State  Department  officials  support  this  new  orientation  for 
lEA.  lEA  s  assistance  to  nonmember  countries  has  been  mostly  in  the  form  of  broad 
energy  policy  studies,  including  reviews  of  the  energy  sectors  of  Poland,  Hungary, 
Romania,  the  Czech  and  Slovak  Federal  Republic,  and  the  Republic  of  Korea.  In  ad- 
dition, lEA  sponsors  international  conferences  and  workshops  on  energy-related  top- 
ics. 

lEA  is  also  placing  increased  emphasis  on  the  environment  by  encouraging  energy 
decisionmakers  to  consider  the  adverse  environmental  impacts  of  energy  activities, 
just  as  in  making  environmental  decisions,  they  account  for  their  energy  con- 
sequences. IE  A  has  completed  several  studies  on  issues  such  as  auto  pollution  and 
climate  change,  energy  efficiency  and  the  environment,  and  climate  change  policy 
initiatives.  In  addition,  lEA  is  working  with  the  organization  for  Economic  Coopera- 
tion and  Development  to  support  efforts  of  the  United  Nations  to  address  issues  re- 
lated to  global  climate  change  policies.  For  its  part,  lEA  is  developing  criteria,  meth- 
odologies, and  data  recjuirements  to  assess  (1)  the  comparability  of  national  policies 
on  greenhouse  gas  emissions  and  (2)  the  effectiveness  of  the  various  policies  to  re- 
duce greenhouse  gases. 

lEA  and  its  member  countries  consider  the  work  in  nonmember  countries  and  in 
the  environmental  arena  to  be  important  for  energy  security  reasons.  Yet,  the  work 
in  nonmember  countries  and  in  the  environment  are  also  the  areas  most  likely  to 
result  in  a  duplication  of  efforts  between  the  lEA  and  numerous  other  international 
assistance  ana  financial  organizations.  The  World  Bank,  the  European  Bank  for  Re- 
construction and  Development,  various  United  Nations  agencies  and  economic  com- 
missions, and  the  Asia-Pacific  Economic  Cooperation  forum,  for  example,  all  provide 
energy  and  environmental  assistance — such  as  policy  advice,  technical  assistance, 
and  financial  aid  to  the  nonmember  countries.  Some  of  lEA's  energy  policy  assist- 
ance is  similar  to  the  assistance  offered  by  these  other  organizations. 
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lEA  officials  told  us  that  they  coordinate  on  an  ad-hoc  basis  with  international 
organizations  that  provide  energy  and  environmental  assistance  to  its  nonmember 
countries.  For  example,  in  response  to  concerns  about  Soviet-designed  nuclear  reac- 
tors, the  World  Bant,  the  European  Bank  for  Reconstruction  and  Development,  and 
lEA  worked  cooperatively  to  conduct  a  study  on  alternatives  to  nuclear  power,  and 
their  costs,  in  Eastern  Europe  and  the  former  Soviet  Union. 

Officials  from  some  international  organizations  told  us  their  organizations  and 
lEA  have  dupHcated  efforts  at  times.  For  example,  between  1990  and  1991,  both 
lEA  and  the  World  Bank  conducted  studies  of  the  energy  sectors  of  Poland  and  the 
former  Czechoslovakia.  However,  World  Bank  officials  indicated  that  coordination 
between  the  bank  and  lEA  has  improved  since  that  time.  Also,  officials  from  the 
State  Department  and  some  of  the  international  organizations  told  us  that  a  dupli- 
cation of  efforts  in  the  nonmember  countries  may  be  beneficial  as  long  as  it  proviaes 
for  a  diversity  of  views  on  energy-related  issues.  LEA  officials  stated  that 
nonmember  countries  find  its  views  valuable  because  lEA  is  an  independent  agency 
that  has  no  financial  or  commercial  interests  and  provides  objective  analysis. 

Although  the  mission  of  LEA  is  evolving,  preparing  for  future  oil  supplv  disrup- 
tions remains  a  central  objective  of  the  organization.  The  Emergency  Oil-Sharing 
System,  developed  in  response  to  the  1973-74  oil  embargo,  is  a  mechanism  bv  which 
LEA  member  countries  agree  to  reduce  their  oil  demand,  draw  down  their  oil  stocks, 
and  share  available  oil  during  a  severe  oil  supply  disruption.  In  a  1988  testimony 
before  this  subcommittee,  we  concluded  that  lEA's  Emergency  Oil-Sharing  System 
had  made  a  genuine  contribution  to  U.S.  energy  security  as  a  standby  emergency 
response  mechanism. 2 

With  the  development  of,  among  other  things,  an  oil  futures  market,  and  with  the 
deregulation  of  oil  prices,  a  global  marketplace  now  exists  for  allocating  available 
oil.  Accordingly,  we  believe  that  LEA  is  now  less  likely  to  need  or  use  its  Emergency 
Oil-Sharing  System.  However,  State  Department  officials  told  us  that  several  other 
LEA  member  countries  favor  retaining  the  sharing  system  because  they  view  it  as 
an  "insurance  policy."  These  officials  also  told  us  that  the  existence  of  the  sharing 
system  may  dampen  speculative  stock  building  and  hoarding  and  related  price  in- 
creases during  a  disruption.  In  any  event,  State  Department  officials  told  us  that 
lEA's  sharing  system  would  not  be  used  without  the  support  of  the  United  States. 

We  should  note  that  in  1984,  lEA  developed  a  more  flexible  and  voluntary  ap- 
proach called  Coordinated  Emergency  Response  measures  to  respond  to  any  disrup- 
tion that  it  determines  threatens  to  cause  severe  economic  harm  to  its  members. 
DOE  and  State  Department  officials  favor  the  use  of  these  more  flexible,  voluntary 
measures  to  cope  with  severe  disruptions  in  the  supply  of  oil,  rather  than  the  Emer- 
gency Oil-Shanng  System.  In  fact,  DOE's  Secretary  O'Leary  has  encouraged  lEA  to 
continue  to  review  its  oil-sharing  system  in  light  of  the  many  changes  in  the  world 
oU  market  over  the  past  20  years. 

Mr.  Chairman,  with  respect  to  NPR  oil  sales,  you  asked  us  to  examine  options 
for  enhancing  revenue,  including  selling  some  portion  of  the  NPR  oil  produced  in 
Elk  Hills,  California,  to  Gulf  Coast  and  mid-continent  oil  refiners.  We  found  that 
it  will  be  difficult  for  the  government  to  increase  revenues  by  selling  NPR  oil  to 
these  refiners,  even  though  crude  oil  prices  in  these  regions  are  generally  higher  be- 
cause (1)  NPR  oil  yields  a  less  valuable  mix  of  petroleum  products  than  tne  com- 
parable crude  in  these  other  refining  regions,  (2)  NPR  crude  oil  contains  two  con- 
taminants— nitrogen  and  heavy  metals — that  make  it  more  costly  to  refine  than 
many  other  crudes,  and  (3)  the  cost  of  transporting  oil  from  California  to  the  other 
regions  is  substantial. 

The  Congress  established  the  NPR  in  the  early  1900's  to  ensure  fuel  supplies  for 
the  military.  The  reserves  were  largely  inactive  until  1976,  when  the  Congress 
changed  the  NPR  from  a  strategic  reserve  for  the  military  to  a  source  of  oil  for  com- 
mercial purposes.  DOE,  which  also  manages  this  reserve,  sells  the  oil  produced  to 
the  highest  bidders,  which  are  generally  West  Coast  refiners.  The  SPR  now  fills  the 
strategic  military  and  commercial  reserve  function  originally  envisioned  for  the 
NPR. 

We  did  find,  however,  that  DOE  could  potentially  increase  the  bids  and  therefore 
the  revenues  it  receives  by  addressing  several  constraints  and  practices  it  engages 
in  as  a  seller  of  crude  oil.  For  example,  replacing  the  oil  price  index  DOE  uses  to 
adjust  prices  paid  over  its  standard  6-montn  sales  contracts  so  that  they  better  re- 
flect changing  market  conditions  could  result  in  somewhat  higher  bids.  DOE  cur- 
rently uses  an  index  based  on  the  average  of  the  spot  market  prices  of  two  crude 
oils  traded  in  Los  Angeles  as  the  basis  for  bidding  and  determining  actual  prices 


2  Renewal  of  Authorities  for  U.S.  Participation  in  the  International  Energy  Program,  (GAO/ 
T-NSIAD-88-32,  May  17,  1988). 
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Eaid  for  NPR  oil.  However,  spot  transactions  for  the  two  crude  oils  that  comprise 
lOE's  current  index  are  dwindling. 

DOE  could  also  ensure  that  it  did  not  unnecessarily  invoke  the  preference  it 
grants  to  small  refiners  for  purchasing  25  percent  of  its  oil  by  first  determining 
whether  these  refiners  lack  adequate  alternative  supplies  of  crude  oil.  To  promote 
the  economic  viability  of  small  refineries  and  ensure  access  to  NPR  oil,  the  Congress 
included  a  provision  in  the  NPR  Production  Act  allowing  DOE  to  give  a  preference 
to  small  refiners  in  the  purchase  of  up  to  25  percent  of  NPR  oil  when  it  and  the 
Secretary  of  the  Interior  determine  that  these  refiners  do  not  have  adequate  alter- 
native supplies  and  selling  crude  oil  to  refiners  under  the  preference  serves  the  pub- 
lic interest. 

In  addition,  DOE  could  adopt  the  standard  industry  billing  practice,  which  re- 
quires monthly  (rather  than  weekly)  billing.  DOE  could  minimize  the  risk  to  the 
taxpayer  from  carrying  larger  accounts  receivable  by  only  offering  this  payment  op- 
tion to  creditworthy  buyers  or,  alternatively,  offering  this  option  to  all  buyers  and 
require  a  larger  performance  guarantee  from  buyers  that  pose  a  credit  risk.  Finally 
DOE  could  market  its  oil  more  aggressively  in  California,  possibly  resulting  in  more 
and  better  informed  bidders  and  somewhat  higher  winning  bids  for  the  NPR  oil. 

This  concludes  our  prepared  statement,  Mr.  Chairman.  We  would  be  pleased  to 
respond  to  any  questions  you  or  other  members  of  the  subcommittee  may  have. 

Mr.  Sharp.  Ms.  Bleviss,  we  are  happy  to  hear  from  you  now 

STATEMENT  OF  DEBORAH  L.  BLEVISS 

Ms.  Bleviss.  Thank  you,  Mr.  Chairman.  I  want  to  thank  you  and 
the  subcommittee  for  inviting  me  to  speak.  I  am  here  as  President 
of  the  International  Institute  for  Energy  Conservation,  which  is  a 
nonprofit  organization  celebrating  its  tenth  year  of  existence, 
whose  focus  is  developing  and  encouraging  energy  efficiency  in  de- 
veloping countries  as  a  way  of  addressing  both  their  economic 
growth  needs  and  also  their  environmental  problems,  which  are  in- 
creasingly becoming  global  problems  as  well. 

What  I  would  like  to  do  is  describe  a  little  bit  of  how  we  are  act- 
ing in  a  coalition  to  work  toward  and  in  bringing  forward  the 
COEECT  program,  which  is,  relative  to  all  the  other  programs 
being  discussed,  a  relatively  new  program;  and  second,  talk  about 
the  unique  characteristics  of  the  energy  efficiency  industry,  which 
require  unique  responses. 

First  of  all,  we  have,  together  with  four  other  groups,  formed 
what  is  known  as  the  Energy  Efficiency  Export  Council.  And  the 
other  members  of  that  council  are  the  Alliance  to  Save  Energy,  the 
National  Association  of  Energy  Service  Companies,  the  National 
Association  of  State  Energy  Officials,  and  the  Solar  Energy  Indus- 
tries Association.  And  the  coalition  is  working  cooperatively  with 
the  COEECT  officials  at  DOE  to  develop  a  strategy  plan  of  action 
for  the  COEECT  program. 

Early  on,  we  developed  some  basic  principles  for  implementation 
of  the  COEECT  program,  which  are  listed  on  the  first  page  of  my 
testimony,  but  basically  it  operates  on  some  basic  principles:  con- 
tinuous interaction  with  the  industry,  engaging  in  activities  that 
are  highly  leveraging;  evaluating  performance  so  we  can  improve 
our  performance  downstream;  and  particularly,  building  up  the  re- 
sources of  the  Federal  Government  so  that  all  the  agencies  that  sit 
on  the  COEECT  board  or  on  the  COEECT  panel  are  themselves  in- 
creasing their  capacity  to  assist  the  industry. 

Now,  with  that  said,  I  would  like  to  talk  a  little  bit  about  the 
industry,  and  I  have  included  a  couple  of  graphs  at  the  back  of  my 
testimony.  I  just  want  to  point  to  the  last  one,  which  demonstrates 
that  the  energy  efficiency  industry  is  quite  a  successful  industry. 
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It  compares  the  sales  basically,  their  revenues,  with  the  toys  and 
the  soap  industries,  their  domestic  sales. 

They  are  a  successful  industry  in  the  domestic  market.  And  I  put 
two  provisos  on  it:  One,  it  is  in  the  domestic  market.  They  do  not 
have  much  recognition  of  the  potential  in  the  overseas  market;  and 
second,  they  do  not  have  much  recognition  of  themselves  as  part 
of  an  energy  efficiency  industry.  The  efficient  lighting  folks  con- 
sider themselves  part  of  the  lighting  industry,  et  cetera. 

However,  if  you  look  at  it  from  an  energy  efficiency  point  of  view, 
they  have  the  potential  of  filling  a  very  important  market  niche, 
and  I  refer  to  the  previous  slide,  which  shows  what  projections  are 
in  the  emerging  markets,  the  non-OECD  markets,  from  now  to  the 
year  2025,  which  shows  some  very  fantastic  levels  of  expenditure 
requirements. 

Those  resources  are  not  there.  And  for  many  of  these  countries, 
they  are  going  to  have  to  look  at  energy  efficiency  as  a  very  impor- 
tant resource.  They  cannot  do  that  in  a  fragmented  manner,  in 
which  they  think,  well,  now  I  need  to  buy  some  lights  and  now  I 
need  to  buy  some  more  efficient  cars.  It  has  to  be  a  very  cohesive 
approach,  and  the  industry  has  to  be  united  as  well.  So  a  major 
focus  of  the  COEECT  program  is  to  try  to  unify  the  industry,  at 
least  insofar  as  their  reaching  overseas  for  their  export  and  trade 
promotions. 

The  second  thing  I  wanted  to  note  is  that  it  is  also  important  to 
recognize  what  the  industry  needs.  And  one  of  the  first  things  we 
did  as  we  surveyed  the  industry  as  to  their  needs — ^they  really 
came  up  with  some  clear  elements.  One  is,  they  need  to  know  more 
about  what  the  markets  are  out  there  and  how  they  can  operate 
in  those  markets.  These  are  unknown  markets  to  them.  What  are 
the  government  rules,  both  our  government  and  their  governments, 
and  how  they  can  find  local  partners. 

Second,  they  need  to  know  how  they  get  into  financing.  Most  of 
these  folks — in  fact,  our  survey  showed  that  none  of  them  have 
ever  dealt  with  the  multilevel  banks  which  clearly  are  financing  a 
large  fraction  of  the  energy  development  in  these  countries.  So  the 
COEECT  program  has  really  focused  on  those  two  areas  for  the  ini- 
tial areas  of  development. 

Now,  what  are  we  doing  initially?  Well,  we  are  going  to  have  a 
conference  on  financing  geared  towards  the  industry.  Second,  we 
are  going  to  do  some  preliminary  market  assessments. 

We  have  picked  two  countries,  one  is  Chile — which  is  now  nego- 
tiating to  join  Mexico  in  a  NAFTA-type  relationship — and  Russia, 
of  which  we  obviously  have  a  lot  of  assistance  going  to  Russia  and 
of  which  there  is  a  terrific  need  for  energy  efficiency. 

And  the  third  part  is  that  we  are  looking  at  ways  to  try  to  im- 
prove the  quality  of  the  dealmaking  that  is  made  now. 

The  traditional  response,  not  only  by  the  United  States,  but  cer- 
tainly by  the  U.S.  Government,  has  been  they  trade  missions.  They 
are  fairly  ineffective,  particularly  in  the  energy  efficiency  industry. 
All  these  folks  come  across  a  wide  variety  of  subsectors.  They  do 
not  have  anything  in  common.  They  do  not  see  much  in  common 
with  one  another.  They  know  nothing  about  the  market.  They  have 
not  decided  in  many  cases  whether  or  not  they  want  to  enter  the 
market.  And  so  it  is  often  the  cart  before  the  horse.  They  get  there, 
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it  is  a  nice  show,  and  they  get  some  publicity  pictures;  and  then 
they  leave,  and  that  it  is  the  end  of  it. 

The  focus  that  COEECT  is  seeking  to  adopt  is  something  we  call 
the  dealmaker  model,  which  is  really  doing  your  homework  before 
you  take  people  abroad — understanding  and  doing  the  market  as- 
sessment, then  really  screening  the  companies  beforehand,  and 
doing  it  by  subsector,  by  subsector. 

Let  us  take  lighting  companies:  If  there  is  a  lighting  need, 
screening  the  companies,  identifying  the  ones  that  are  really  seri- 
ous, identifying  their  potential  partners  before  you  go  on  the  mis- 
sion, then  going  on  the  mission;  and  probably  even  more  impor- 
tantly, not  letting  it  end  there  but  continuing  a  hand-holding  proc- 
ess down  the  line. 

We  have  already  had  preliminary  experience  with  that,  IIC  has 
in  Thailand.  Thailand  has  the  first  developing  country  demand-side 
management  program  in  which  they  are  going  to  invest  $190  mil- 
lion over  the  next  5  years  in  a  wide  range  of  electricity-reducing 
energy  efficiency  technologies,  lighting  being  one. 

We  applied  this  approach  in  the  electronic  ballast  area.  There 
are  no  electronic  ballast  manufacturers  now  in  Thailand,  and  it  is 
clearly  going  to  be  a  component  of  their  program. 

As  a  result  of  this  dealmaker  approach,  five  deals  have  already 
been  made  with  American  companies  worth  about  $20  million.  And 
probably  more  important,  it  has  whetted  the  appetite  of  the  Thai 
Government  to  say,  let  us  do  it  more  than  just  in  ballast.  And  not 
only  just  the  Thai  Government,  but  the  governments  around  them 
are  saying,  hey,  we  would  like  to  have  something  like  this  as  well. 

So  I  would  leave  you  with  the  idea  that  this  is  an  early  program. 
We  are  quite  excited  about  it.  We  think  it  will  leverage  a  whole  lot, 
but  it  has  to  be  successful.  It  has  to  be  built  around  a  recognition 
that  this  is  in  many  ways  a  unique,  a  very  unique  industry,  one 
with  a  lot  of  potential  but  one  in  which  unless  we  recognize  their 
unique  characteristics,  we  are  not  going  to  be  able  to  help  them 
very  much. 

Thank  you. 

Mr.  Sharp.  Thank  you  very  much,  Ms.  Bleviss. 

[The  prepared  statement  and  charts  of  Ms.  Bleviss  follow:] 
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STATEMENT  OF  DEBORAH  L.  BLEVISS,  PRESIDENT, 
INTERNATIONAL  INSTITUTE  FOR  ENERGY  CONSERVATION 


Introduction 

Thank  you,  Chainnan  Sharp  and  Members  of  the  Subcomminee,  for  the  opportunity  to  address  the 
reauthorization  of  the  Comminee  on  Energy  Efficiency  Commerce  and  Trade  (COEECT).  I  am  Deborah 
Bleviss,  President  of  the  International  Instimte  for  Energy  Conservation  (IIEC),  a  non-profit  organization 
that  for  10  years  has  been  promoting  energy  efficiency  in  industrializing  countries  as  a  sustainable 
development  strategy.   1  speak  today  as  a  representative  of  the  Energy  Efficiency  Export  Council,  an 
organization  recently  founded  by  IIEC,  the  Alliance  to  Save  Energy,  the  National  Association  of  Energy 
Service  Companies,  the  National  Association  of  State  Energy  Officials,  and  the  Solar  Energy  Industries 
Association.  Our  five  organizations  have  a  wealth  of  experience  promoting  energy  efficiency  in  the  U.S. 
and  abroad.  Together,  we  are  able  to  reach  the  wide  range  of  companies  that  comprise  the  U.S.  energy 
efficiency  industry. 

Operating  Principles  of  COEECT 

The  Energy  Efficiency  Export  Council  is  working  with  the  Department  of  Energy  and  the 
industry  to  develop  and  implement  COEECT's  strategic  plan  for  promoting  export  of  U.S. 
energy  efficiency  technologies.  Early  on,  we  established  a  set  of  operating  principles  to  which 
COEECT  adheres  in  planning  all  of  its  activities: 

1 .  Wherever  possible,  COEECT  leverages  investment  and  activities  that  are  already  underway  by  such 
organizations  as  the  U.S.  Agency  for  International  Development  (USAID),  and  the  Global 
Environment  Facility  (GEF);  industry  associations;  and  state  export  promotion  programs. 

2.  COEECT  solicits  input  from  the  U.S.  energy  efficiency  industry  at  every  step  of  its  project  planning 
processes.  This  input  is  fundamental  to  determining  and  maintaining  the  direction  of  COEECT 
activities. 

3.  COEECT  continuously  evaluates  performance  and  progress  in  order  to  adjust  and  improve  its  ability 
to  promote  energy  efficiency  commerce  and  trade,  and  to  respond  rapidly  to  new  opportimities. 

4.  COEECT  consciously  builds  upon  the  resources  and  programs  of  its  task  force  members,  including 
U.S.  AID,  Commerce,  EPA,  and  the  export  fmancing  agencies  (Eximbank,  OPIC,  TDA),  as  well  as 
on  the  experience  and  expertise  of  CORECT. 

I  would  like  to  focus  the  remainder  of  my  testimony  on  two  critical  points: 

/.   Unifying  the  Energy  Efficiency  Industry 

First,  1  would  like  to  address  the  importance  of  COEECT's  role  as  a  focal  point  for  the  diverse  but 
economically  powerful  U.S.  energy  efficiency  industry.  The  global  market  for  energy  efficiency 
products  and  services  is  currently  estimated  at  between  $60  and  $90  billion  annually.  This  represents  an 
extraordinary  opportunity  for  U.S.  companies,  which  are  world  leaders  technologically,  having  grown 
and  matured  in  response  to  strong  domestic  market  demand  over  the  past  twenty  years.  Government  can 
and  should  be  of  considerable  help  to  the  industry  in  realizing  its  potential  to  seize  emerging  global 
opportunities. 
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2.   Unique  Approach  to  Trade  Promotion 

Second,  I'll  describe  how  the  unique,  highly  focused  approach  to  trade  promotion  that  we  are  employing 
in  the  COEECT  program  will  result  in  export,  joint  venture  and  technology  cooperation  deals  for  U.S. 
companies,  creating  U.S.  jobs  at  relatively  low  cost  to  the  government. 

I.  i>fDusrRY  U>fincATioN  AND  Mobilization 

COEECT  provides  a  focus  on  energy  efficiency  for  U.S.  government  agencies  involved  in 
energy,  enviroimient,  international  trade  and/or  promotion  of  U.S.  exports.  COEECT  also  has 
a  unique  opportunity  to  be  a  unifying  force  for  the  efficiency  industry,  which  consists  of 
companies  from  many  different  sectors,  including  manufacturers  of  lighting,  windows,  motors, 
air  conditioning  and  heating  equipment,  energy  service  companies  and  consulting  engineering 
firms,  among  others. 

A.  A  Unified  Response  to  the  Global  Opportunity 

The  World  Bank  estimates  that  more  than  $1  trillion  will  be  required  over  the  next  decade  to 
meet  the  skyrocketing  electricity  demands  alone  of  developing  and  transitional  countries 
(additional  investment  is  needed  for  other  energy  seaors).  These  countries  cannot  afford 
investment  of  this  scale,  nor  will  the  international  lending  agencies  on  which  they  often  depend 
for  power  sector  development  be  able  to  reach  this  level  of  expenditure.  Developing  countries 
must  identify  less  expensive  ways  to  provide  energy  services  to  their  growing  economies. 
Energy  efficiency  can  provide  an  alternative  energy  resource  at  lower  cost  than  new  supply. 
(Please  see  Attachment  A.) 

Effectively  delivering  this  alternative  energy  resource,  however,  requires  a  imified,  packaged 
approach.  The  U.S.  energy  efficiency  industry  can  compete  in  the  trillion  dollar  aimual  global 
energy  market,  but  it  will  only  succeed  on  a  large  scale  by  exploiting  the  synergistic  potential  of 
its  products  and  services.  Energy  efficiency  measures  are  most  cost-effective  and  enduring  when 
they  are  integrated,  with  improved  windows  enabling  use  of  optimized  lighting  systems,  which 
in  turn  allows  smaller  scale  space  conditioning  equipment,  and  so  on.  Just  as  all  the  systems  in 
an  individual  building  are  inter-related,  so  are  the  various  suppliers  of  energy  efficiency 
products  and  services. 

Yet,  these  diverse  companies  have  not  traditionally  seen  themselves  as  tmited  by  the  common 
characteristic  of  providing  an  alternative  energy  resource.  As  a  result,  there  has  been  little 
recognition  by  the  U.S.  government  of  the  industry's  economic  and  expon  potential.  Even 
though  the  aimual  domestic  market  for  energy  efficiency  products  and  services  is  worth 
approximately  $18  billion,  this  industry  does  not  receive  dedicated  anention  or  support  from  the 
Department  of  Conmierce.  Other  industries  such  as  soap  and  toys,  for  example,  which  are  nine 
and  two  times  smaller  respectively,  do  receive  such  attention.  (Please  see  attachment  B.) 

To  date,  U.S.  energy  efficiency  companies  have  foctised  largely  on  the  healthy  domestic  market, 
which  has  been  driven  by  utility  demand  side  management  (DSM)  programs  and  the  adoption  of 
fairly  rigorous  efficiency  codes  and  standards  in  the  building  sector  across  the  country.  While 
renewable  energy  companies  have  made  significant  progress  in  entering  developing  country 
markets,  the  U.S.  energy  efficiency  industry  has  enjoyed  steady  demand  for  its  products 
domestically  and  has  therefore  not  seen  an  urgent  imperative  to  venture  overseas. 

For  some  industry  sub-sectors,  however,  these  emerging  markets  may  represent  the  only 
significant  growth  option.  One  example  is  the  U.S.  refrigerator  industry,  which  has  competed 
in  a  flat,  replacement-only  domestic  market  for  20  years,  while  demand  for  this  product  in  some 
developing  couintries  is  growing  at  14%  or  more  annually.  In  India,  where  the  middle  class 
alone  represents  200  million  consumers,  the  refrigerator  market  will  reach  the  size  of  the  U.S. 
market  in  the  next  decade,  and  will  be  double  the  U.S.  market  in  15  years.  In  short.  U.S. 
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energy  efficiency  companies  can  continue  to  focus  only  on  the  domestic  market  and  do  well;  or 
they  can  join  forces  to  seize  the  emerging  overseas  market  opportunity  and  experience  real 
growth  that  translates  into  economic  growth  and  jobs  in  the  U.S.  economy. 

B.   COEECT  Activities  in  Support  of  Industry  Unity 

COEECT,  with  the  assistance  of  the  Energy  Efficiency  Export  Council,  has  initiated  action  to 
unify  U.S.  energy  efficiency  companies.  To  date,  COEECT  activities  in  this  area  include: 

•  surveying  energy  efficiency  companies  on  their  interest  in  export  and  needs  for  assistance; 

•  providing  industry  input  in  the  formation  of  the  COEECT  strategic  plan; 

•  planning  a  workshop  that  will  bring  together  various  subsectors  of  the  energy  efficiency 
industry  to  identify  specific,  near-term  market  opportunities  and  develop  strategies  for 
working  collaboratively  to  seize  them;  and 

•  planning  COEECT's  market  and  technology  specific  initiatives  as  dictated  by  the  industry. 

n.  An  Efticient  and  Effective  Approach  to  Trade  Promotion 

The  U.S.  Government  recognizes  the  economic  benefit  of  capitalizing  on  export  opportimities  for 
environmentally-superior  products  and  technologies,  and  has  developed  a  wide  variety  of  trade  promotion 
activities.  However,  current  federal  trade  promotion  efforts  in  emerging  international  markets  are 
relatively  costly  activities  that  have  proven  to  be  limited  in  their  effectiveness  at  promoting  U.S.  trade. 
Our  recent  survey  of  energy  efficiency  companies  indicates  that  U.S.  business  views  most  federal 
govenunent  activities  in  these  areas  as  either  wasteful,  or  only  marginally  useful. 

A.  Traditional  Methods  of  Trade  Promotion 

Consider  as  an  example  one  of  the  most  widely-used  government  mechanisms  employed  to  spur  trade 
activity:  the  trade  mission.    A  trade  mission  often  groups  a  variety  of  companies  representing  industry 
sectors  that  are  completely  unrelated.  The  companies'  participation  in  the  mission  is  normally  fiilly 
sponsored  by  the  government;  thus  the  companies  themselves  have  little  invested  in  the  outcome  of  the 
mission.  In  addition,  trade  missions  are  often  conducted  prematurely,  well  before  the  companies  are 
provided  the  information  they  need  to  make  a  decision  about  investing  in  the  target  market. 

The  missions  themselves  provide  only  a  cursory  introduction  to  the  foreign  market,  providing  a  "l^ast 
common  denominator"  of  data  to  cover  the  wide-ranging  interests  of  typical  participant  groups.  Little  of 
the  industry-specific  information  or  company-specific  introductions  a  firm  requires  in  order  to  establish  a 
foothold  on  foreign  soil  can  be  provided  under  the  usual  trade  mission  scenario.  Further,  the 
organization  conducting  the  trade  mission  rarely  budgets  or  plans  for  the  extensive  follow-up  (or  "hand- 
holding")  activities  necessary  to  bring  joint  venture  partners  together  once  the  initial  market 
introductions  are  made. 

B.  The  Dealmaker  Approach 

The  COEECT  program  employs  an  enhanced  alternative  to  the  scenario  just  described.  The  approach 
was  developed  based  on  IIEC's  experience  with  fostering  development  of  the  market  for  energy  efficient 
lighting  technologies  in  Thailand.  Recognizing  a  need  to  go  beyond  the  traditional  trade  mission  to 
stretch  trade  promotion  dollars  and  foster  real  business  deals,  we  developed  a  highly  effective  means  to 
stimulate  trade  for  enviroimiental  technologies,  which  we  refer  to  as  the  Dealmaker. 


'  Meeting  on  developing  effective  joint  ventures  in  Asian  region  for  environmental  lecbnologies.  Chaired  by 
Lewis  Reade.  sponsored  by  U.S.  Asian  Environmental  Parmership.  Courtyard  Marriott.  Rosslyn,  VA..  7/9/93. 
^  U.S.  Energy  Efficiency  Industry  Recommendations  on  Federal  Export  Promotion.  Research  on  energy  efficiency 
industry  opinions  conducted  by  IIEC  and  the  Alliance  to  Save  Energy;  Fall  1993,  on  behalf  of  the  Energy 
EfTiciency  Export  Council. 
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The  Dealmaker  was  conceived  from  the  perspective  of  the  companies  it  is  designed  to  assist. 
Recognizing  the  modus  operandi  of  the  average  U.S.  energy  efficiency  company,  the  Dealmaker 
responds  to  a  range  of  conditions  recurrent  throughout  the  industry. 

In  general,  these  companies: 

•  are  focused  on  the  domestic  market; 

•  have  little  knowledge  of  emerging  foreign  market  opportunities  (such  as  those  created  by  recent 
policy  initiatives  in  some  developing  countries,  including  utility  demand  side  management); 

•  have  limited  resources  to  explore  new  markets  imder  the  demands  of  their  daily  domestic  operations; 

•  have  little  understanding  of  the  conditions  of  doing  business  in  specific  foreign  markets; 

•  do  not  know  how  to  go  about  finding  foreign  parmers  (including  product  distributors  and  joint 
venture  panners)  essential  to  doing  business  in  new  markets. 

The  Dealmaker  is  a  multi-step  process  that  streamlines  trade  assistance,  providing  companies  the 
information  they  need  to  commit  to  a  market.  It  is  a  matchmaking  vehicle  to  bring  U.S.  companies 
together  with  well-matched  partners,  and  it  is  an  in-country  support  mechanism  that  helps  ensure  deal 
closure.  The  steps  are  as  follows: 

1 .  Conduct  a  market  assessment  to  identify  emerging  opportunities  for  a  specific  industry  sector. 

2.  Identify  foreign  partners  with  an  interest  in  U.S.  technology. 

3.  Hold  briefmgs  in  the  U.S.  for  U.S.  companies,  providing  an  efficient  source  of  information  about 
the  target  market,  including  how  to  do  business,  the  market  opportunity,  trade  constraints,  and  a 
profile  of  the  partners. 

4.  Participating  companies  express  their  interest,  committing  themselves  to  the  next  step,  contacting 
foreign  parmers,  and  investing  in  a  mission  to  meet  with  the  parmers  and  negotiate. 

5.  Provide  support  for  the  dealmaking  process,  including  in-country  introductions  and  technical 
support,  brokering  parmerships  and  following  the  process  to  the  point  of  dealmaking. 

The  Dealmaker  process  is  designed  to  leverage  and  increase  the  momentum  of  investment  in  energy 
efficiency  in  developing  country  markets.  Successful  deals  have  multiplier  effects  both  regionally  and 
across  sectors  within  an  economy.  Export  and  joint  venmre  arrangements  between  U.S.  companies  and 
firms  in  one  country  spur  interest  in  energy  efficiency  in  neighboring  countries,  opening  doors  to 
regional  markets.  Simultaneously,  acceptance  and  successful  use  of  a  high-efficiency  lighting 
technology,  for  example,  increases  interest  in  other  high-efficiency  technologies. 

C.    Thailand  Example 

IIEC  originally  developed  the  Dealmaker  as  part  of  an  effort  to  establish  private  sector  capacity  in 
Thailand  to  deliver  efficient  lighting  products  demanded  by  the  Thai  electric  utility's  $189  million  DSM 
program.   IIEC's  $30,(XX)  trade  promotion  effort  leveraged  the  existing  interest  of  the  Thai  Board  of 
Investment  (Bol)  in  promoting  partnerships  with  U.S.  companies.  In  this  case,  the  Dealmaker  resulted  in 
five  deals  of  various  types  between  U.S.  and  Thai  lighting  products  manufacturers,  worth  an  estimated 
$20  million.  None  of  the  U.S.  companies  had  had  contact  with  their  Thai  parmers  before  the  initiative, 
and  few  of  the  participating  companies  were  aware  of  the  Thai  market,  or  how  to  approach  it,  before  the 
IIEC  initiative. 

In  the  particular  case  of  the  Thai  lighting  industry  project,  IIEC  estimates  that  at  least  $200,(XX)  would 
have  been  required  to  sponsor  a  trade  mission  involving  the  24  U.S.  companies  that  panicipated  in  the 
effon.  The  results  of  such  an  effon  are  of  course  unclear,  but  a  traditional  trade  mission  or  a  less 
complete  or  less  focused  trade  initiative,  is  unlikely  to  have  produced  as  many  fmalized  deals  within  a 
year  as  resulted  from  the  Dealmaker. 
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This  success  inspired  further  collaboration  between  IIEC  and  the  Thai  Bol  in  late  1993  promoting  joint 
ventures  for  the  energy  services  industry,  including  performance  contracting  and  cogeneration 
companies.  As  a  restilt,  several  U.S.  ESCOs  are  negotiating  joint  ventures  with  Thai  firms.  This 
activity  in  Thailand  has  led  to  heightened  interest  in  energy  efficiency  from  the  governments  of 
Indonesia,  Malaysia  and  the  Philippines. 

Our  experience  indicates  that  high -cost,  subsidized  trade  missions  are  not  necessary  to  lure  U.S. 
companies  to  foreign  markets.  Companies  will  respond  to  specific  information  about  doing  business  in 
emerging  markets  when  it  is  provided  in  a  low  cost,  efficiently  administered  briefing  process.  Further, 
with  the  relevant  information  in  hand,  they  will  move  quickly  to  make  deals  with  appropriate  partners,  if 
provided  with  technical  support  in  the  match-tnaking  process. 

D.   COEECT 1994  Plans 

The  EEEC  member  organizations,  drawing  on  their  extensive  experience  working  with  the  industry  and 
working  in  foreign  markets,  have  embraced  the  Dealmaker  approach  in  implementing  the  COEECT 
strategic  plan.  This  year,  COEECT  will  ^ply  the  focused  trade  promotion  approach  that  I've  described 
to  emerging  markets  in  Chile  and  Russia.  In  Chile  we  will  focus  on  the  heavily  energy-intensive 
industrial  sector  to  identify  opportunities  for  U.S.  manufacturers  of  high -efficiency  motors,  industrial 
process  equipment  and  controls.  In  Russia,  COEECT  is  helping  U.S.  energy  service  companies  to 
expand  the  performance  contracting  concept  that  has  been  so  successful  in  the  U.S.,  and  integrating  our 
trade  promotion  efforts  with  U.S.  AID's  Sustainable  Cities  program. 

One  of  the  basic  operating  principals  of  COEECT  is  to  support  complementary  trade  promotion 
activities.  To  reflect  this,  COEECT  is  also  designed  to  leverage  the  work  of  the  Trade  Promotion 
Coordinating  Committee  led  by  the  Department  of  Commerce.  We  expect  significant  business  activity 
for  U.S.  companies  to  result  from  COEECT's  1994  program,  demonstrating  the  exemplary  cost- 
effectiveness  of  U.S.  Government  investment  in  this  program. 
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Mr.  Sharp.  Mr.  Sklar,  we  are  happy  to  have  you  back  with  us 

STATEMENT  OF  SCOTT  SKLAR 

Mr.  Sklar.  Thank  you,  Mr.  Chairman.  The  Solar  Industries  As- 
sociation is  a  trade  association  of  the  solar  thermal  and  photo- 
voltaic industries.  We  are  a  founding  member  of  both  the  Consor- 
tium of  the  Renewable  Energy  Industry,  the  Export  Council  for  Re- 
newable Energy,  and  the  Energy  Efficiency  Export  Council  that 
Debbie  Bleviss  mentioned.  We  emphatically  endorse  reauthoriza- 
tion of  CORECT  and  COEECT. 

I  am  here  to  talk  about,  as  Executive  Vice  President  of  ECRE, 
specifically  endorsing  the  reauthorization  of  CORECT. 

First,  I  want  to  thank  this  subcommittee  for  working  with  our 
industry  as  the  first  attempt  on  interagency  cooperation  on  exports. 
CORECT  has  been  the  most  successful  program  we  have  seen  on 
interagency  cooperation. 

I  would  like  to  point  out  that  2  billion  people  in  this  world  do 
not  have  access  to  electricity,  2  billion  people.  Right  now  175,000 
villages  are  being  electrified  with  micro  hydro,  wind  and  solar  tech- 
nologies, and  the  United  States  holds  the  competitive  edge.  It  is  a 
multibillion  dollar  market  out  there,  and  if  you  look  at  most  of  the 
emerging  democracies  of  the  world,  whether  it  be  South  Africa  or 
the  countries  in  Central  America,  whether  it  be  the  big  countries 
that  deal  or  have  impact  on  global  warming  in  India  or  China  or 
Brazil,  it  is  these  countries  whose  majority  of  populations  do  not 
have  electricity,  and  we  can  fill  it. 

CORECT,  a  very  small  funded  program,  $2  million  a  year,  has 
done  some  outstanding  things.  But  I  want  to  lay  out  first  that  the 
U.S.  industry  exports  50  percent  of  our  exports  overseas. 
Photovoltaics,  for  instance,  at  70  percent.  We  have  seven  new  auto- 
mated manufacturing  plants  either  being  built  or  on  the  cusp  of 
being  built  just  to  satisfy  those  international  markets.  Those  are 
400  people  per  manufacturing  plant,  plus  ancillary  jobs.  This 
means  jobs  in  the  United  States;  let  us  not  forget  it. 

When  CORECT  was  authorized,  these  agencies  did  not  want  to 
work  together.  They  did  not  want  to  be  told  by  Congress  they  ought 
to  work  together.  They  did  not  want  to  deal  with  renewable  energy, 
and  it  was  not  a  warm  fuzzy  experience.  Now,  after  7  or  8  years, 
these  agencies  have  been  working  together  and  they  have  been 
working  collaboratively  with  our  industry. 

What  has  happened?  There  is  interplay  between  the  public  and 
private  sectors.  We  have  established  a  unified  application  form  so 
the  U.S.  industry,  composed  primarily  of  small  business,  can  use 
one  form  to  apply  to  all  these  exports  programs,  which  are  confus- 
ing. We  found  the  big  multilateral  banks  that  want  to  finance  all 
this  energy  stuff,  that  our  stuff  was  too  small.  So  we  developed  a 
financing  office  called  Finesse  at  the  World  Bank,  starting  with 
Asia,  a  big  market,  to  bundle  our  little  projects  together  so  that  it 
has  the  attributes  of  the  big  projects  they  are  used  to  funding. 

We  established  an  intermediary  organization  to  do  50-50  cost 
share  with  U.S.  industry  to  start  projects  and  to  provide  experts  to 
these  multilateral  banks  so  they  can  make  intelligent  decisions  on 
funding.  The  Rockefeller  Foundation,  AID,  EPCA  and  Department 
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of  Energy  put  money  into  it,  and  for  the  last  3  years  we  have  been 
getting  projects,  not  paper;  and  that  is  what  I  want  to  eniphasize. 

As  a  part  of  the  U.N.  Conference  on  Environmental  Develop- 
ment, UNCED,  we  had  two  northeastern  states  in  Brazil  agree  to 
put  in  2,500  photovoltaic  systems.  It  has  leveraged  a  $500  million 
market  for  us  that  we  are  only  beginning  to  tap. 

The  Finesse  program  at  the  Asian  operations  office  has  leveraged 
an  Indonesia  loan,  a  $600  million  market  for  us.  The  global  envi- 
ronmental facilities  of  the  World  Bank,  as  a  result  of  all  this  activ- 
ity, has  put  in  a  $12  million  renewable  energy  initiative  in  India, 
which  is  leveraging  another  $50  million  worth  of  activity. 

The  bottom  line  is,  a  small,  focused  action  by  using  public  policy 
has  gotten  hundreds  of  millions  of  dollars  worth  of  activities. 

Now,  the  problem  is,  our  international  competitors  are  not  sitting 
around  waiting  for  the  United  States  to  beat  them  in  the  market. 
They  still  are  subsidizing  financing.  They  are  using  their  AID  pro- 
grams to  do  giveaways,  so  they  get  their  industry  in  the  market. 
Two  things  our  government  does  not  allow  us  to  do  as  ways  to 
build  market  share. 

So  we  have  got  to  use  market  identification,  training,  unique 
kinds  of  market  promotion  conferences,  trade  shows,  trade  mis- 
sions, and  new  techniques  in  financing  to  compete  or  we  will  lose 
these  multibillion  dollar  markets.  And  that  is  why  CORECT  needs 
to  be  reauthorized. 

My  promise  to  you,  though,  is  that  if  CORECT  is  reauthorized 
and  we  are  able  to  drive  some  other  new  initiatives  with  the  ad- 
ministration on  renewable  energy,  replicable  projects,  a  big  rural 
electrification  program,  we  can  really  drive  the  United  States.  So 
you  will  see  many  more  manufacturing  plants  being  built  in  the 
United  States,  and  that  is  going  to  be  where  the  rubber  hits  the 
road. 

So  I  want  to  thank  the  committee.  We  think  CORECT  has  been 
the  model,  and  we  appreciate  the  support  of  this  subcommittee  in 
building  this  program. 

Thank  you. 

Mr.  Sharp.  Well,  thank  you  very  much,  Mr.  Sklar;  we  appreciate 
your  testimony. 

[The  prepared  statement  of  Mr.  Sklar  follows:] 

Statement  of  Scott  Sklar,  Executive  Vice  President,  U.S.  Export  Council 

FOR  Renewable  Energy 

The  U.S.  Export  Council  for  Renewable  Energy  (US/ECRE)  is  the  trade  consor- 
tium of  the  U.S.  renewable  energy  trade  associations  founded  in  1984  at  a  time 
when  the  domestic  markets  were  falling  and  the  international  markets  rising.  U.S./ 
ECRE  promoted  the  idea  of  a  U.S.  Government  interagency  coordinating  committee 
on  renewable  energy  exports  which  was  eventually  signed  into  law  (Public  Law  98- 
370). 

The  Committee  on  Renewable  Energy  Commerce  and  Trade  (CORECT)  is  com- 
posed of  14  Federal  agencies  and  entities  involved  in  all  aspects  of  export  and  devel- 
opment. CORECT  continues  to  prove  itself  as  one  of  the  best  mechanisms  for  gov- 
ernment and  industry  cooperation  in  advancing  U.S.  technologies  from  the  labora- 
tory to  the  highly  competitive  international  marketplace.  CORECT  has  been  a 
model  on  how  government  and  industry  can  work  together  to  expand  exports. 

CORECT  and  US/ECRE  have  created  several  model  programs,  including: 

— a  unified  application  form  for  U.S.  firms  to  access  export  financing  from  the 
Agency  for  International  Development,  Export-Import  Bank  (Eximbank)  of  the  Unit- 
ed States  Overseas  Private  Investment  Corporation,  and  the  Trade  Development 
Administration ; 
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— multilateral  bank  assistance  programs  to  bundle  renewable  energy  financing  via 
the  Financing  of  Energy  Services  for  Small  Scale  Energy  (FINESSE)  program  in  the 
Asian  operations  ofBce  of  The  World  Bank.  Multilateral  development  banks  have 
been  a  key  source  of  financing  in  the  energy  sector  of  developing  countries,  contrib- 
uting over  25  percent  of  their  funds  primarily  for  conventional,  environmentally 
damaging  energy  options.  As  a  result  of  FINESSE,  the  first  World  Bank  renewable 
energy  unit  has  been  established  in  Asia  operations,  and  based  upon  the  success  of 
FINESSE  The  World  Bank  is  expanding — albeit  slowly — its  activities  in  other  re- 
rions  of  the  world.  The  Inter-American  Development  Bank  is  also  setting  up  a  LAC- 
FINESSE  operation; 

— public/private  partnerships  for  project  identification  and  prefeasibility  support 
on  a  50/50  cost-share  with  private  industry — the  International  Fund  for  Renewable 
Energy  and  Efficiency  (IFREE).  IFREE,  funded  by  The  Rockefeller  Foundation,  AID, 
DOE,  and  EPCA  typifies  the  kind  of  earlv  project  assistance  that  builds  a  long  term 
and  sustainable  presence  in  global  markets.  Prior  to  IFREE,  industry  faced  even 
greater  stumbling  blocks  for  bankable  projects; 

— regional  emphasis  in  Latin  America,  South  Asia,  and  the  southern  cone  of  Afri- 
ca— the  Renewaole  Energy  for  African  Development  (REFAD)  program  has  facili- 
tated investments  in  renewable  energy  technologies  by  governments  in  the  southern 
cone  of  Africa  (South  African  Development  Community)  which  draws  heavily  from 
the  U.S.  private  sector; 

— joint  venture  project  initiative  in  Latin  America  and  the  Caribbean  (LAC).  This 
pilot  program,  known  as  America's  21st  Century  (A-21)  seeks  to  advance  the  deploy- 
ment of  replicable  renewable  energy  projects  throughout  the  Western  Hemisphere, 
with  an  emphasis  on  U.S.  partnerships. 

CORECT  activities  have  been  instrumental  in  terms  of  educating  potential  cus- 
tomers about  the  costs,  benefits  and  applications  of  these  technologies;  conducting 
market  development  activities  such  as  trade  missions,  technical  assistance  and 
training  which  ready  the  marketplace  for  the  technologies  and  help  to  poise  U.S. 
industry  as  potential  partners;  and  providing  project  support  and  follow-up  that 
helps  to  ensure  the  development  of  projects  that  meet  international  standards  and 
secure  needed  funds  for  implementation.  Efforts  by  CORECT  and  US/ECRE  have 
helped  to  raise  the  awareness  of  RE/EE  technologies,  break  down  barriers  to  the 
technologies,  and  facilitate  sustainable  project  efforts.  The  key  now  that  the  door 
has  been  unlocked  to  renewables  is  to  lay  the  pathway  to  ensure  that  U.S.  compa- 
nies are  significant  players  in  the  international  marketplace. 

CORECT  has  effectively  marshalled  programs  which  have  strong  accomplish- 
ments (listed  by  rerion): 

Latin  America.— 5»Iearly  half  of  U.S.  renewable  energy  exports  were  in  this  region 
in  1993,  and  projections  indicate  that  the  Mexican  market  is  the  largest  for  U.S. 
renewable  energy  technologies. 

A  $1.6  million  cost-shared  photovoltfdc  program  in  two  Northeast  states  in  Brazil 
has  opened  the  door  to  a  $500  million  potential  market.  Plans  are  underway  to  ex- 
pand this  program  to  other  renewable  energy  technologies  and  at  least  five  other 
Brazilian  states. 

Asia. — FINESSE  has  yielded  over  $600  million  in  potential  renewable  energy 
projects  in  just  three  countries — India,  Indonesia,  and  Sri  Lanka.  The  first  stand- 
alone renewable  energy  project  is  in  place  in  India,  with  the  others  going  for  World 
Bank  board  approval  in  the  1995/96  timeframe. 

The  Global  Environmental  Facility  of  the  World  Bank,  with  collaboration  from  in- 
dustry, has  developed  a  $12  million  renewable  energy  initiative  in  India  that  will 
be  used  to  leverage  over  $70  million  in  loced  capital  for  in-country  renewable  energy 
project  development  activities.  This  is  the  first  time  that  GEF  funds  have  been  used 
to  leverage  host  country  funding  sources. 

A  national  program  has  been  established  in  Thailand  to  utilize  its  agricultural 
wastes  to  build  its  domestic  electricity  production. 

Multi-million  dollar  Eximbank  loans  have  been  granted  for  geothermal  projects  in 
the  Philippines  and  Central  America. 

Africa. — Revolving  fund  credit  programs  for  renewables  in  household  and  small 
industry  applications  are  underway  in  three  countries:  Botswana,  Lesotho,  and  Ma- 
lawi. Renewable  energy  for  housing  is  also  being  considered  as  an  integral  compo- 
nent of  development  plans  in  South  Africa. 

Eastern  Europe/NIS. — Two  U.S.  windfarm  developers  have  signed  project  agree- 
ments in  the  Ukraine  for  the  development  of  windfarms  totalling  1,000  MW. 

Clearly,  progress  is  underway,  the  marketplace  is  opening  up,  and  U.S.  firms  are 
benefitting.  For  example: 

— photovolaic  exports  have  topped  65  percent  in  1993,  driving  the  building  of  sev- 
eral new  automated  manufacturing  facilities; 
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— solar  water  heating  sales  have  doubled  in  the  Caribbean  Basin,  South  Korea 
and  the  Pacific;  and 

— wind  energy  projects  are  underway  in  Mexico,  Costa  Rica,  Indonesia,  and  the 
Ukraine. 

Our  international  competitors  have  a  rigorous  set  of  programs  to  ensure  they  con- 
trol the  potential  multi-billion  dollar  markets  of  the  next  decade  in  renewable  en- 
ergy. They  have  clearly  demonstrated  their  intention  to  continue  with  subsidized  fi- 
nancing, intensive  technology  training,  utilization  of  the  development  programs  to 
"salt"  emerging  markets,  and  fi-ankly  even  mass  giveaways  of  technology  to  ensure 
market  dominance. 

The  United  States,  burdened  by  limitations  on  a  realistic  financing  program  for 
emerging  industries,  especially  small  businesses,  has  to  respond  with  new  and  more 
innovative  ways  to  build  markets  and  to  show  a  long  term  commitment. 

The  Energy  Policy  Act  of  1992  reauthorized  CORECT  and  a  sister  interagency  ef- 
fort for  energy  efficiency,  the  Committee  on  Energy  Efficiency  Commerce  and  Trade 
(COEECT).  Here  again,  trade  associations  and  State  and  public  interest  organiza- 
tions established  a  consortium  to  promote  exports.  CORECT  and  COEECT  were  re- 
authorized through  fiscal  year  1995. 

These  Federal  interagency  efforts  have  proved  themselves  to  be  very  successful, 
and  should  be  reauthorized  at  least  through  1999  for  such  sums  as  necessary. 

In  addition,  U.S/ECRE  suggests  that  several  initiatives  be  endorsed  in  the  reau- 
thorization to  add  emphasis  and  momentum  to  the  very  good  work  already  estab- 
lished. The  suggestions  are: 

— establish  a  Global  Rural  Electrification  Program,  which  would  direct  existing 
funds  from  AID,  Eximbank,  OPIC,  TDA  and  even  DOE  and  USDA  towards  sustain- 
able renewable  energy  rural  electrification  programs; 

— establish  set-aside  funds  within  the  multi-lateral  banks  for  energy,  pollution 
prevention,  healthcare  and  infi-astructure  programs  which  would  allow  renewable 
energy,  energy  efficiency  and  environmental  technologies  to  be  integrated  formally 
in  loan  portfolios; 

— establish  an  aggressive  renewable  energy  technical  assistance  program  utilizing 
the  best  of  U.S.  training,  technical  assistance,  computer  multimedia  tools  and  infor- 
mation transfer  capabilities  to  ensure  the  United  States  lead  in  the  global  market- 
place; and 

— maintain  $20  million  for  replicable  renewable  energy  projects  as  directed  by 
Congress  via  AID. 

CORECT  has  shown  that  the  Federal  Government  can  focus  in  detail  on  assisting 
U.S. -based  emerging  industries  in  enhancing  global  marketshare.  The  CORECT  pro- 
gram has  created  new  models  in  project  financing,  interagency  cooperation,  and 
project  development.  New  initiatives  will  help  drive  the  program  further  which  will 
show  how  the  United  States  can  assist  other  industry  sectors. 

The  Committee  on  Renewable  Energy  Commerce  and  Trade  has  proven  itself  a 
winner.  U.S./ECRE  and  its  member  trade  associations  in  the  bioenergy,  geothermal, 
hydropower,  photovoltaic,  solar  thermal,  wind  and  energy  efficiency  industries 
strongly  support  this  reauthorization. 

Mr.  Sharp.  Now,  I  am  delighted  to  welcome  a  fellow  Hoosier 
back  to  testify,  Ms.  Stewart,  on  behalf  of  the  National  Association 
of  State  Energy  Officials 

STATEMENT  OF  AMY  STEWART 

Ms.  Stewart.  Thank  you,  Mr.  Chairman,  members  of  the  sub- 
committee. It  is  a  pleasure  to  be  before  this  committee  again. 

I  am  testifying  today  on  behalf  of  the  National  Association  of 
State  Energy  Officials,  which  is  an  organization  of  the  energy  of- 
fices in  over  50  States,  Territories  and  the  District  of  Columbia. 

NASEO  strongly  supports  reauthorization  of  the  Energy  Policy 
and  Conservation  Act,  including  the  State  Energy  Conservation 
Program,  the  Institutional  Conservation  Program,  and  the  Strate- 
gic Petroleum  Reserve.  We  also  support  reauthorization  of  the 
Weatherization  Assistance  Program,  the  Committee  on  Renewable 
Energy  Commerce  and  Trade  and  the  Committee  on  Energy  Effi- 
ciency Commerce  and  Trade. 
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But  today  I  will  focus  my  remarks  on  the  State  Energy  Conserva- 
tion Program,  or  the  SECP,  and  the  Institutional  Conservation  Pro- 
gram, or  the  ICP,  which  are  the  two  programs  within  EPCA  that 
most  correctly  involve  State  energy  offices. 

Mr.  Chairman,  in  1990,  you  served  as  the  chief  sponsor  of,  and 
this  subcommittee  strongly  supported,  the  reauthorization  of  these 
programs  in  the  State  Energy  Efficiency  Programs  Improvement 
Act,  Public  Law  101-440.  The  hallmark  of  that  legislation  and  of 
the  energy  programs  operated  by  the  States  is  the  fostering  of  inno- 
vative, diverse  and  practical  approaches  to  our  Nation's  energy 
challenges. 

The  State  Energy  Conservation  Program,  or  the  SECP,  specifi- 
cally is  the  backbone  of  State  energy  programs.  It  provides  a  criti- 
cal tool  for  leveraging  significant  public  and  private  resources  to 
allow  States  to  address  both  State  and  Federal  energy  policy  is- 
sues. And  then  in  the  1990  statutory  change,  the  States'  ability 
was  strengthened  to  flexibly  address  local  and  regional  needs  as 
well. 

Under  the  SECP,  States  have  implemented  projects  affecting  all 
sectors  of  the  economy.  In  Indiana,  for  example,  we  have  promoted 
and  made  progress  in  the  use  of  alternative  motor  fuels,  we  have 
promoted  vehicle  fuel  efficiency,  and  we  have  been  involved  in  bio- 
mass  resource  development,  industrial  energy  efficiency,  and  the 
list  goes  on  and  on. 

In  1992,  we  were  the  first  States  in  the  Nation,  as  you  know,  to 
adopt  the  1992  Council  of  American  Building  Officials  model  en- 
ergy code.  Today  we  have  a  home  energy  rating  system,  an  energy 
efficient  mortgage  program,  which  has  been  funded  primarily  by 
the  States'  electric  and  natural  gas  utilities  and  supported  and  pro- 
moted by  those  private  sector  companies.  But  that  program  could 
not  have  been  developed  without  the  resources  and  support  of  the 
State  Energy  Conservation  Program.  Every  State  has  its  own 
unique  and  successful  examples,  but  the  strength  of  these  suc- 
cesses comes  from  SECP  usefulness  in  leveraging  non-Federal  dol- 
lars. 

A  recent  DOE  survey,  which  I  would  like  to  submit,  indicates 
that  for  every  Federal  SECP  dollar  invested  by  States  in  programs 
and  projects  across  this  country,  as  much  as  $17  to  $25  of  non-Fed- 
eral funds  were  invested  as  well.  This  small  Federal  investment 
gives  States  the  tools  to  attract  the  investment  of  enormous  non- 
Federal  resources,  both  public — local  and  State  government  re- 
sources— and  private  resources  in  the  kinds  of  energy  initiatives  we 
all  know  are  so  important. 

SECP,  of  course,  is  also  key  to  the  implementation  of  the  Energy 
Policy  Act  of  1992.  The  States  asked  to  implement  a  variety  of  new 
programs  under  EPAC,  and  we  have  been  working — NASEO  has 
been  working  closely  with  the  administration  to  integrate  those 
programs  with  the  Climate  Change  Action  Plan  and  other  activities 
under  SECP. 

Now  I  will  move  to  the  Institutional  Conservation  Plan,  or  ICP. 
The  ICP  is  a  fairly  straightforward  program.  It  provides  Federal 
matching  grants  to  schools  and  hospitals  to  improve  the  energy  ef- 
ficiency of  their  buildings.  Nationally,  tens  of  thousands  of  build- 
ings have  been  upgraded  through  this  program,  benefiting  directly 
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students,  patients  and  taxpayers.  Very  simply,  in  schools  and  hos- 
pitals, when  energy  costs  are  reduced,  more  money  is  available  for 
the  primary  purposes  of  education  and  health  care.  With  govern- 
ment resources  limited  nationally,  this  is  one  program  which  has 
reached  into  every  single  congressional  district. 

In  Indiana,  to  give  you  another  illustrative  example,  we  have 
provided  1,027  grants  to  schools  and  177  grants  to  hospitals 
through  the  Institutional  Conservation  Program.  Total  project 
budgets  have  been  over  $23  million,  which  has  included  a  Federal 
contribution  of  only  $9  million.  But  most  importantly,  I  think,  the 
estimated  energy  cost  savings  in  buildings  total  almost  $15  million 
per  year. 

In  conclusion,  Mr.  Chairman,  Federal  appropriations  for  both  the 
SECP  and  the  ICP  have  dropped  dramatically  during  the  past  dec- 
ade, but  at  the  same  time,  overcharge  revenues  to  the  States  have 
declined  as  well.  So  the  importance  of  these  programs,  the  SECP 
and  the  ICP,  and  their  ability  to  leverage  non-Federal  funds  is 
greater  than  ever. 

We  urge  your  continued  support  for  and  reauthorization  of  these 
important  activities,  as  well  as  other  provisions  of  EPCA  dealing 
with  the  Strategic  Petroleum  Reserve,  CORECT,  COEECT,  and  the 
Weatherization  Assistance  Program. 

Thank  you. 

Mr.  Sharp.  Thank  you  very  much,  Ms.  Stewart. 

[The  prepared  statement  of  Ms.  Stewart  follows:] 

Statement  of  Amy  Steward,  Director,  Energy  Policy  Division,  Indiana  De- 
partment OF  Commerce,  on  Behalf  of  the  National  Assoclation  of  State 
Energy  Officials 

Mr.  Chairman,  members  of  the  subcommittee,  I  am  pleased  to  have  the  oppor- 
tunity to  appear  before  you  to  testify  on  the  reauthorization  of  the  Energy  PoUcy 
and  Conservation  Act  ("EPCA").  The  National  Association  of  State  Energy  Officials 
("NASEO")  strongly  supports  reauthorization  of  EPCA,  including  the  State  Energy 
Conservation  Program  (SECP"),  the  Institutional  Conservation  Program  ("ICP"  or 
the  "Schools  and  Hospitals  Program")  and  the  Strategic  Petroleum  Reserve  ("SPR"). 
We  understand  the  committee  will  also  will  be  considering,  and  NASEO  supports, 
the  reauthorization  of  the  Weatherization  Assistance  Program,  the  Committee  on 
Renewable  Energy  Commerce  and  Trade  ("CORECT")  and  the  Committee  on  Energy 
Efficiency  Commerce  and  Trade  ("COEECT"). 

I  am  Director  of  the  Energy  Policy  Division  of  the  Indiana  Department  of  Com- 
merce and  I  serve  as  Secretary  of  >fASEO,  an  organization  composed  of  energy  of- 
fices in  over  50  States,  territories  and  the  District  of  Columbia.  Today,  I  am  testify- 
ing on  behalf  of  NASEO. 

The  primary  purpose  of  my  testimony  is  to  discuss  the  important  role  of  SECP 
and  ICP.  Mr.  Chairman,  in  1990  you  served  as  the  chief  sponsor  and  this  sub- 
committee strongly  supported  the  reauthorization  of  these  critical  programs  in  the 
State  Energy  Efficiency  Programs  Improvement  Act  (Public  Law  101-440).  The  hall- 
mark of  that  legislation,  and  of  the  State  energy  programs  we  operate,  is  the  foster- 
ing of  innovative,  flexible  and  diverse  solutions  to  the  energy  challenges  our  country 
faces. 

SECP  was  created  in  the  1970's  primarily  as  an  energy  planning  tool  to  promote 
State/Federal  cooperation  and  to  permit  flejdble  responses  to  be  devised  to  the  en- 
ergy crises  of  that  decade.  As  the  program  changed  during  the  1980's,  it  became  the 
backbone  for  State  energy  programs  and  provided  an  important  tool  for  leveraging 
other  public  and  private  resources  to  assist  States  in  addressing  both  State  and  Fed- 
eral energy  policy  issues.  Under  the  present  structure,  enhanced  through  the  1990 
statutory  change,  SECP  encourages  programs  which  meet  local  and  regional  needs. 

Under  SECP,  States  have  implemented  projects  in  all  sectors  of  the  economy,  in- 
cluding: (1)  energy  and  economic  development  programs,  especially  in  the  industrial 
sector;  (2)  building  code  upgrades;  (3)  lighting  projects;  (4)  promotion  of  mass  tran- 
sit, van  pools,  telecommuting;  (5)  energy  efficient  government  procurement;  (6)  en- 
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ergy  related  public  education;  (7)  energy  efficient  driver  training;  (8)  performance 
contracting;  (9)  energy  audit  programs;  (10)  promotion  of  Integrated  Resource  Plan- 
ning; (11)  promotion  of  alternative  fuels  and  alternative  infrastructure  programs; 
(12)  agricultural  energy  efficiency  programs;  (13)  promotion  of  renewable  energy 
projects;  ( 14)  energy  emergency  planning,  etc. 

In  Indiana,  for  example,  one  Energy  Policy  Division  employee,  whose  activities  are 
supported  through  SECP,  has  forever  changed  building  practices  in  the  State.  In 
1992,  he  led  an  effort  to  build  consensus  on  a  new  residential  energy  code,  and  Indi- 
ana became  he  first  State  in  the  Nation  to  adopt  the  1992  Council  of  American 
Building  Officials  Model  Energy  Code.  In  1993,  he  raised  money  from  the  State's 
utilities  and  worked  with  the  shelter  industry  to  create  a  Home  Energy  Rating  Sys- 
tem and  Energy  Efficient  Mortgage  program.  The  State's  largest  utility  now  offers 
financial  incentives  to  builders  who  construct  homes  which  meet  the  program's  en- 
ergy efficiency  standard,  and  last  week,  in  Hobart,  Indiana,  a  new  housing  develop- 
ment opened  featuring  energy  ratings  on  every  home.  In  1994,  this  same  employee 
is  directing  his  attention  toward  Indiana's  commercial  energy  code  and  upgrading 
State  government  buildings,  and  I  anticipate  similarly  dramatic  results. 

Every  State  has  successfiil  program  examples,  but  the  real  strength  of  SECP  is 
its  very  high  leverage.  A  recent  DOE  survey  indicated  that  for  every  Federal  dollar 
invested  in  SECP,  as  much  as  $17 — $25  of  non-Federal  funds  were  expended  to  im- 
plement program  initiatives.  This  small  Federal  investment  permits  us  to  attract 
enormous  non-Federal  resources,  including  utUity  and  other  private  sources,  and 
local  and  State  funds. 

During  the  1980's,  the  primary  source  of  funds  for  all  types  of  State  energy  pro- 
grams were  oil  overcharge  refunds  resulting  from  settlements  of  cases  involving  vio- 
lations of  oil  price  and  allocation  controls  during  the  1970's.  These  resources,  total- 
ling over  $4  billion  since  1981,  have  been  virtually  expended,  resulting  in  a  huge 
decline  in  funding  available  for  highly  effective  and  heavily  demanded  State  energy 
programs. 

Since  this  subcommittee  provided  all  additional  flexibility  to  implement  programs 
under  SECP  in  the  1990  reauthorization,  all  we  require  is  a  simple  reauthorization 
of  appropriations  for  at  least  a  5-year  period.  The  present  level  of  funding  is  $18.3 
million,  with  the  administration  requesting  $24.84  million  in  fiscal  year  1995.  The 
fiscal  year  1993  authorized  level  was  $45  million.  We  would  urge  the  Congress  to 
provide  for  language  to  permit  such  appropriations  as  necessary. 

SECP  is  also  very  important  in  the  implementation  of  the  Energy  Policy  Act  of 
1992  ("EPACT"),  and  its  corollary,  the  administration's  Climate  Change  Action  Plan. 
The  States  were  asked  to  implement  a  variety  of  new  programs  under  EPACT,  and 
we  have  been  working  closely  with  the  administration  to  integrate  those  programs 
with  the  Climate  Change  Action  Plan  and  other  activities  under  SECP.  For  exam- 
ple, section  132  of  EPACT  calls  for  the  expansion  of  process  oriented  industrial  en- 
ergy efficiency  programs,  a  very  important  area  for  States  which  are  trying  to  im- 
prove the  competitiveness  of  our  industries  in  order  to  create  new  jobs  or  retain  ex- 
isting jobs.  This  program  would  function  in  concert  with  the  successful  National  In- 
dustrial Competitiveness  through  Energy,  Environment  and  Economics  (NICE3) 
program,  which  focuses  on  both  energy  efficiency  and  waste  minimization  in  the  in- 
dustrial sector.  These  programs  are  coordinated  at  the  State  level  under  the  SECP 
umbrella. 

The  promotion  of  building  code  upgrades,  training  and  enforcement  (authorized 
under  EPACT  section  101)  and  the  State  and  local  building  energy  incentive  revolv- 
ing loan  fund  (authorized  under  section  141),  both  are  integrated  with  a  broad  range 
of  energy  programs  through  SECP. 

In  the  transportation  arena,  especially  in  promotion  of  alternative  fuels  and  infra- 
structure development,  section  409  of  EPACT  provides  for  incentives  to  States  to 
promote  use  of  these  vehicles,  develop  refueling  infrastructure,  and  work  with  pri- 
vate and  public  fleet  owners  to  promote  a  coordinated  program.  We  are  working 
closely  with  DOE  in  a  number  of  States  to  implement  the  Clean  Cities  program  to 
expand  use  of  these  fiiels  on  a  local  and  regional  basis.  Again,  these  programs  are 
integrated  by  the  energy  offices  through  SECP. 

ICP  is  a  straightforward  program  which  traditionally  has  provided  Federal  match- 
ing grants  to  schools  and  hospitals  to  install  energy  efficiency  improvements  in 
these  buildings.  Nationally,  tens  of  thousands  of  buildings  have  been  improved 
through  this  program,  providing  tangible  benefits  to  all  taxpayers,  students  and  pa- 
tients receiving  medical  services.  In  schools  and  hospitals,  when  energy  costs  are  re- 
duced, more  funds  can  go  towards  the  primary  purposes  of  education  and  health 
care.  With  government  resources  limited  nationally,  this  is  one  program  which  has 
reached  every  congressional  district. 
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ICP  is  another  area  where  State  energy  offices  spearheaded  the  application  of  in- 
novative approaches  to  leveraging  resources.  In  programs  developed  in  Iowa  and  Or- 
egon, and  later  formally  authorized  by  Congress  in  1990,  States  were  permitted  to 
utilize  Federal  ICP  funds  for  energy  audits  and  program  marketing  if  alternative 
non-Federal  funding  sources  were  made  available.  In  Iowa,  the  State  arranged  fi- 
nancing for  any  school  system  that  wanted  improvements  Ijy  establishing  an  easy 
set  of  "fill-in-the-blank"  forms  and  conducting  a  competitive  solicitation  in  the  finan- 
cial community  to  permit  financing  of  projects  with  a  pay-back  of  6  years  or  less. 
In  the  Iowa  case,  Norwest  Bank  was  the  successful  bidder  and  currently  finances 
energy  improvements  throughout  the  State.  The  energy  efficiency  of  all  schools  and 
public  hospitals  throughout  Iowa  will  hopefully  be  upgraded  by  the  year  2000.  A 
similar  program  operates  successfully  in  Oregon.  This  program  is  ejqjanding  to 
other  States,  and  we  are  working  vkdth  the  Department  of  Energy  to  effect  a  regu- 
latory change  which  will  permit  this  program  to  operate  in  a  more  flexible,  business- 
like fashion. 

In  Indiana,  we  have  provided  1,027  grants  to  schools  and  177  grants  to  hospitals, 
with  total  project  budgets  of  over  $23  million,  including  a  Federal  contribution  of 
$9  milUon.  The  estimated  annual  energy  cost  savings  in  buildings  totals  almost  $15 
million. 

ICP  is  presently  funded  at  a  level  of  $29  million  in  fiscal  year  1994,-  with  approxi- 
mately the  same  amount  proposed  by  the  administration  in  fiscal  year  1995.  Addi- 
tional funds  were  originally  proposed  by  the  President  in  last  year's  economic  stimu- 
lus package,  but  were  not  included  in  any  final  legislation.  The  fiscal  year  1993  au- 
thorized level  for  this  program  was  $60  million.  In  1980,  the  authorized  level  was 
$400  million. 

NASEO  has  long-supported  the  SPR  and  a  substantial  fill-rate,  taking  into  ac- 
count difficult  budget  priorities.  NASEO  supported  this  subcommittee's  proposal 
during  consideration  of  EPACT  to  apply  a  creative  financing  technique  for  SPK  ac- 
quisition. The  State  energy  officials  have  substantial  responsibilities  in  the  event  of 
energy  emergencies  and  were  actively  involved  in  coordinating  responses  to  this 
winter's  energy  emergency  in  the  Mid-Atlantic  States.  We  have  been  working  closely 
with  DOE  to  ensure  a  coordinated  response.  For  example,  the  States  generally  have 
set-aside  authority  under  State  law  and  we  have  testified  previously  before  this  sub- 
committee on  energy  emergency  issues.  We  continue  to  support  the  SPR  and  its 
early  release  in  the  event  of  emergencies.  The  SPR  continues  to  be  our  major  energy 
emergency  response  tool.  Mr.  Chairman,  as  you  have  identified  in  the  past,  we  must 
work  more  closely  with  our  allies  in  developing  a  coordinated  drawdown  scenario 
so  that  our  SPR  does  not  become  the  sole  World  supplier  in  the  event  of  an  emer- 
gency. We  also  continue  to  support  providing  an  appropriate  mechanism  to  address 
the  special  problems  of  oil-import  dependent  regions,  i.e.,  regional  petroleum  re- 
serves. 

These  programs  represent  innovative  approaches  to  overseas  promotion  of  trade 
of  renewable  energy  and  energy  efficient  technologies,  services  and  products.  We 
have  worked  closely  with  the  renewable  energy  and  energy  efficiency  industries  in 
promoting  these  activities.  From  the  State  perspective,  improving  the  export  mar- 
kets for  new  energy  technologies  creates  domestic  jobs  through  sustainable  develop- 
ment. We  must  enhance  the  coordination  of  these  programs  and  continue  to  work 
closely  with  industry  to  identify  the  special  marketing  needs  for  these  technologies 
and  programs.  NASEO  strongly  supports  reauthorization. 

Federal  appropriations  for  both  SECP  and  ICP  have  dropped  dramatically  during 
the  past  decade,  but  the  importance  of  these  programs  and  their  ability  to  leverage 
non-Federal  funds  has  increased.  We  urge  your  continued  support  for  these  impor- 
tant activities,  as  well  as  other  provisions  of  EPCA  dealing  with  SPR,  and  CORECT, 
COEECT  and  the  Weatherization  Assistance  Program. 

I  am  prepared  to  answer  any  questions  you  may  have. 

Mr.  Sharp.  Mr.  Norman,  we  are  happy  to  hear  from  you  now. 

STATEMENT  OF  JAMES  H.  NORMAN 

Mr.  Norman.  Good  morning,  Mr.  Chairman.  I  appreciate  the  op- 
portunity to  speak  to  you  today  regarding  the  reauthorization  of 
the  Weatherization  Assistance  Program.  My  name  is  James  Nor- 
man, and  I  am  the  Director  of  the  Action  for  a  Better  Community, 
which  is  a  community  action  agency  located  in  northwestern  New 
York  State  covering  Monroe  and  Ontario  Counties,  headquartered 
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in  Rochester,  New  York;  an  agency  which  has  weatherized  over 
3,500  homes  since  the  program  started. 

My  association,  the  Weatherization  Program,  began  about  19 
years  ago  when  I  was  employed  with  a  community  action  program 
in  Michigan  as  the  Division  Manager  for  Community  Development, 
and  our  first  grant  was  $11,000  and  we  were  very  much  in  the 
pilot  and  demonstration  phase.  And  at  that  time,  we  did  not  really 
have  a  lot  of  the  advanced  technology  that  we  are  using  today. 

We  did  not  have  trained  crews.  I  could  not  say  initially  we  knew 
very  much  what  we  were  doing.  But  over  the  years,  of  course,  the 
sophistication  of  the  program  has  grown  and  has  become  a  model 
program. 

We  have  distributed  just  recently  to  you  a  booklet  on  a  study  by 
Oak  Ridge  National  Laboratory,  conducted  on  the  program.  On 
page  17  there  is  some  information  about  the  energy  savings,  and 
on  the  even  numbered  pages,  2  through  20,  there  are  some  pictures 
that  will  give  people  a  feel  of  weatherization. 

Before  I  get  into  more  numbers,  let  me  just  talk  about  a  couple 
of  stories  of  how  weatherization  impacts  families. 

About  3  years  ago  there  was  a  single  mother  with  a  small  child 
in  Rochester — I  will  call  her  Mrs.  Smith  for  this  purpose — who 
bought  a  house  for  $1  from  the  City  of  Rochester,  and  in  what  she 
considered  to  be  a  safer,  more  stable  part  of  the  community. 

The  city  advised  the  woman  that  it  would  take  about  $35,000  to 
bring  the  house  up  to  code.  This  woman  worked  at  a  household 
goods  store  and  for  almost  3  years  saved  every  nickel  she  could  get 
her  hands  on,  including  the  income  tax  refunds  she  received,  to  try 
to  generate  enough  money  to  bring  this  house  up  to  code. 

At  the  store  she  worked  at  she  would  put  different  items  in  the 
layaway — sinks,  plumbing  supplies,  and  so  forth — until  she  could 
get  them  out.  She  finally  did  qualify  for  an  $8,500  Community  De- 
velopment Block  Grant  loan,  a  grant  from  the  city  to  go  with  the 
money  that  she  saved.  She  accumulated  about  $10,000  in  her  own 
savings  over  that  3-year  period.  Still,  there  was  a  gap  between 
what  she  had  accumulated  and  what  it  would  take  to  make  the 
house  livable. 

So  what  she  did  is,  she  got  her  relatives  and  friends  to  help  her 
actually  rehabilitate  the  house  so  that  most  of  the  money  that  she 
had  accumulated  could  go  toward  the  furnishings.  The  Weatheriza- 
tion Program  was  able  to  come  in  and  put  in  the  heating  system, 
which  is  something  that  she  still  could  not  afford,  and  as  a  result — 
the  window  and  door  repairs  and  the  heating  system — this  woman 
was  able  to  realize  the  dream  of  homeownership  even  as  a  low-in- 
come person.  So  we  think  that  was  a  valuable  contribution  in  that 
case. 

Another  situation  is  one  wherein  a  family  came  to  us  in  des- 
perate need.  They  had  had  no  functioning  heating  system  for  sev- 
eral years.  Each  evening,  the  husband,  the  wife  and  the  small  chil- 
dren would  gather  in  one  room  and  be  using  a  space  heater  and 
even  an  old  cooking  stove  to  provide  the  heat,  and  that  is  the  way 
they  lived. 

The  husband  in  the  family  worked  as  a  waiter,  and  also  was 
going  to  school,  pursuing  a  degree  in  business,  but  he  did  not  make 
much  money,  so  was  able  to  qualify  for  this  program.  The  problem, 
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health  problem  that  they  were  exposed  to  was  the  issue  of  carbon 
dioxide,  which  has  been  shown  to  cause  brain  damage  among  small 
children  in  some  situations;  and  also  there  was  the  hazard  of  a  fire, 
perhaps,  based  on  the  use  of  an  unsafe  space  heater. 

So  we  were  able  to  also  help  this  family  get  a  new  heating  sys- 
tem and  apply  other  retrofit  measures  which  helped  to  improve  the 
family's  health  situation  as  well  as  their  life-style. 

The  1989  investments  made  by  weatherization  agencies  in  the 
homes  of  low-income  people  saved  the  equivalent  of  12  million  bar- 
rels of  oil.  They  would  have  saved  that  amount  of  oil  before  those 
improvements  wear  out  in  15  or  20  years,  which  happens  to  be  ex- 
actly the  same  amount  of  oil  that  the  Strategic  Petroleum  Reserve 
purchased  for  that  same  year. 

Weatherization  has  been — the  program  has  been  evaluated  and 
tested  more  than  most  other  DOE  conservation  initiatives.  We  find, 
on  page  17  of  the  report,  that  we  have  saved  a  significant  amount 
of  energy  in  the  dwellings  that  have  been  addressed.  We  could  save 
even  more  if  the  types  of  measures  that  we  could  get  involved  in 
could  be  expanded.  There  are  things  that  could  be  done  in  regard 
to  cooking  stoves,  washers,  dryers,  refrigerators  and  other  energy- 
using  devices  to  save  even  more  energy. 

In  comparing  how  well  the  Weatherization  Program  did  com- 
pared to  other  conservation  efforts,  we  found  that  of  those  that  had 
been  evaluated,  the  Weatherization  Program  really  performed  bet- 
ter than  all  except  one  utility-sponsored  program,  because  of  the 
fact  that  the  Weatherization  Program  is  putting  into  effect  the  lat- 
est technologies  in  terms  of  evaluating  houses  and  so  forth. 

The  Weatherization  Program  is  called  upon  increasingly  to  train 
private  contractors,  home  builders  and  utility  program  managers  in 
our  new  techniques  and  tools  with  the  Indiana  Weatherization 
Training  Center  in  Indianapolis  being  a  ground-breaking  place  for 
this  activity  in  the  country. 

In  New  York,  we  use  a  program  protocol  we  call  TIPS,  Targeted 
Investment  Protocol  System.  Essentially  what  it  means  is  that  we 
treat  every  house  very  uniquely.  We  look  at  the  building  shell,  we 
look  at  the  energy  consumption  based  on  actual  fuel  bills,  and  we 
also  look  at  the  heating  degree  days  of  the  zone  the  house  is  in. 
And  taking  these  factors  all  together,  along  with  technologies  such 
as  the  blower  door,  which  looks  at  the  air  changers  in  the  house, 
we  come  up  with  a  prescription  for  dwellings  that  gives  us  the  best 
cost  benefit  for  the  investment  that  we  make. 

There  are  six  items  we  would  like  for  the  committee  to  consider 
in  regard  to  the  reauthorization  of  the  program.  First,  attached  to 
my  formal  testimony  is  a  proposed  amendment  to  actually  give  the 
Department  of  Energy  Secretary  a  greater  amount  of  discretion  in 
approving  new  measures  to  be  used,  if  those  measures  can  be  prov- 
en to  be  effective  based  on  testing  of  those  measures  within  the 
program.  And  that  might  require  that  measures  be  authorized  be- 
yond those  which  are  currently  specifically  stated  in  the  law. 

We  would  also  ask  the  committee  to  maintain  its  leadership  role 
in  what  I  guess  we  would  say  is  rescuing  the  LIHEAP  program,  be- 
cause that  program  is  one  that  also  supplements  the  Weatheriza- 
tion Program.  And,  of  course,  if  the  funding  for  LIHEAP  is  reduced 
to  a  certain  low  level,  then  that  would  mean  that  at  the  State  level 
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the  Weatherization  agencies  would  not  be  able  to  benefit  from  a 
transfer  of  some  of  the  LIHEAP  dollars  into  the  Weatherization 
Program. 

We  would  also  ask  the  subcommittee  to  press  the  Department  of 
Energy  to  include  renewable  energy  sources  within  the  provisions 
of  the  Weatherization  Program. 

Fourth,  we  ask  the  subcommittee  to  mandate  that  DOE  use  the 
current  Weatherization  network  for  all  of  these  energy  conservation 
programs  and  efficiency  initiatives  and  its  EPAC  programs,  and  to 
consider  the  network  is  capable  of  helping  to  implement  those  pro- 
grams. 

Fifth,  we  ask  that  the  subcommittee  help  to  ensure  that  the  new 
DOE  quality  measures  include  fairness,  consumer  impacts,  health 
and  safety  and  employment  effects  when  testing  a  new  program. 

Finally,  we  would  ask  that  the  subcommittee  continue  to  support 
the  leveraging  efforts  of  the  Weatherization  Program  without  giv- 
ing way  to  the  idea  that  the  utility  programs  will  eventually  be  of 
such  a  magnitude  and  availability  that  they  will  do  the  job.  We 
think  that,  working  together,  we  can  get  the  job  done,  but  we  still 
need  the  Weatherization  Program. 

Thank  you  very  much. 

Mr.  Sharp.  Thank  you  very  much,  Mr.  Norman. 

[The  prepared  statement  and  attachment  of  Mr.  Norman  follow:] 
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Mr.  Chairman  and  members  of  the  Subcommittee,  I  first  wish  to  express  my  appreciation 
to  you  for  the  opportunity  to  speak  before  you  today  regarding  an  American  success  story:  The 
Weatherization  Assistance  Program  (WAP).  My  name  is  James  Norman,  and  I  am  the 
Executive  Director  of  Action  for  a  Better  Community  (ABC),  Inc. ,  a  Community  Action  Agency 
based  in  Rochester,  NY,  which  provides  and  coordinates  a  wide  range  of  Human  Services 
Programs  (including  Weatherization)  to  the  low  income  citizens  of  Monroe  and  Ontario  counties 
in  Northwestern  New  York  State.  ABC  has  weatherized  3500  homes.  I  am  also  speaking  for 
the  National  Community  Action  Foundation  which  represents  the  nation's  980  Community 
Action  Agencies  the  delivery  network  for  the  DOE  program. 

Nineteen  years  ago,  I  was  the  Division  Manager  of  Community  Development  for  a  (two- 
county)  Community  Action  Agency  (CAA),  headquartered  in  Pontiac,  Michigan,  when  the 
Agency  received  its  first  federal  weatherization  grant  of  $1 1,(XX)  from  the  Community  Services 
Administration.  Since  then,  the  program  has  changed  to  a  large-scale,  technology  intensive 
efficiency  investment  program  and  a  key  part  of  the  Clinton  investment  budget. 

The  1989  Weatherization  investments,  made  by  agencies  like  mine  in  the  homes  of  the 
poor  will  save  the  equivalent  of  12  million  barrels  of  oil  before  they  wear  out  in  17  to  20  years. 
This  is  exactly  the  amount  of  oil  purchased  for  the  Strategic  Petroleum  Reserve  that  same  year. 
That  WAP  investment  created  jobs,  health  and  eased  the  burdens  of  the  poor  each  year. 

Mr.  Chairman,  the  Weatherization  Program  has  been  tested  and  evaluated  more  than  any 
other  significant  EMDE  conservation  initiative.  We  certainly  hope  Congress  will  use  the  same 
tests  on  all  the  alternatives  competing  for  funding. 

We  are  used  to  having  low-income  programs  held  up  under  a  microscope  instead  of  a 
magnifying  glass;  we  are  used  to  passing  a  lot  of  tests  as  this  program  now  has;  we  are 
completely  unaccustomed,  however,  to  getting  even  a  handshake  from  the  government  after  we 
prove  ourselves.     Imagine  the  shock  we  feel  as  Weatherizers  are  passed  from  the  strong, 
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supportive  grip  in  which  you  personally  and  your  colleagues  on  this  Committee  and  the  House 
Appropriations  Committee  have  held  this  threatened  program  for  twelve  embattled  years,  into 
a  real  embrace  by  this  President  and  his  Department  of  Energy! 

We  have  found  our  bearings  enough  to  suggest  a  new  look  at  the  meaning  of  the  national 
evaluation  of  WAP  and  some  additions  to  the  Department's  reauthorization  proposals. 

First,  the  evaluation,  whose  summary  is  attached,  understates  the  savings  of  the  program. 
Our  crews  work  on  the  building  shell,  the  heating  system  and  any  cooling  appliances  or  systems. 
Most  states  do  not  allow  work  on  or  replacement  of  cooking  stoves,  washers,  dryers, 
refrigerators,  and  so  forth.  Yet,  the  Oak  Ridge  report  shows  only  how  much  we  reduce  total 
residential  fuel  usage;  if  one  asked  how  much  WAP  achieved  on  the  things  WAP  worked  on  and 
tried  to  change,  the  numbers  show  an  even  more  dramatic  effect  -  30%  of  electricity  used  for 
space  conditioning,  22%  of  fuel  oil,  and  18%  of  gas  used;  that  is  just  a  national  average! 
Colder  regions  save  more  btu's,  because,  of  course,  higher  consumption  means  more  btu's 
available  to  save.  (All  our  agencies  should  be  allowed  to  work  on  the  wider  range  of  measures, 
and  then  you'll  see  comparable  results  in  all  regions). 

This  labor-intensive  program  is  one  of  the  most  effective  job  creators  in  the  homebuilding 
industry.  Yet,  many  of  the  larger  indirect  benefits  of  employing  and  upgrading  the  skills  of  this 
work  force  were  not  counted  by  Oak  Ridge  as  benefits  of  the  program.  Similarly,  no  benefits 
were  assigned  to  reduced  cartx)n  emissions. 

The  DOE  Weatherization  Program's  performance  in  1989  outstripped  the  energy 
savings  of  all  but  one  private  utility  low-income  conservation  program  evaluated  to  date.  Now, 
however,  we  know  that  only  the  DOE  program  has  put  new  diagnostic  technologies  that 
evaluate  a  residence's  needs  into  widespread  utilization.  Therefore,  Weatherization  programs 
are  increasingly  called  upon  to  train  private  contractors,  homebuilders  and  utility  program 
managers  in  our  new  techniques  and  tools,  with  Indiana's  Weatherization  Training  Center  in 
Indianapolis  breaking  ground  for  the  nation  in  this  regard. 

The  WAP  is  now  a  mature  program,  having  benefitted  from  the  continuous  improvements 
that  have  been  made  from  its  inception.  There  is  no  other  program  in  the  public  or  private 
sectors  that  has  the  track  record  that  the  WAP  has  demonstrated  in  the  area  of  residential  energy 
conservation. 

With  the  Clinton  welcome  transformation  of  the  role  DOE  plays  in  Weatherization,  the 
program  has  even  improved  since  that  time.  Few  states  used  advanced  diagnostic  tests  then; 
most  will  this  year.  Therefore,  the  New  York  results  of  the  1991-92  winter  are  probably  a 
more  accurate  evaluation  of  the  potential  in  most  states. 

In  the  state  of  New  York,  under  the  guidance  of  Gov.  Cuomo's  Director  Rick  Gerardi, 
pioneering  changes  were  made  in  techniques  for  evaluation  and  retrofit.  For  example,  we  have 
an  approach  to  Weatherization  that  we  refer  to  as  the  "targeted  investment  protocol  system" 
(TIPS),  which  chooses  integrated  packages  of  investments  based  on  the  cost/benefit. 
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Under  the  TIPS  approach  to  Weatberization,  every  dwelling  unit  is  treated  uniquely. 
We  look  not  only  at  the  physical  condition  of  qualified  dwellings,  but  also  at  the  energy 
consumption  (based  on  actual  fuel  bills)  and  heating  degree  days  of  the  zone  in  which  the 
dwelling  exists. 

Prior  to  any  energy  work  being  done,  we  perform  health  and  safety  tests  (to  detect 
the  presence  of  excessive  amounts  of  carbon  monoxide  and  other  hazards  in  the  air). 

New  equipment,  such  as  the  "Blower  Door"  is  used  to  measure  the  level  of  air 
infiltration,  so  that  air  sealing  techniques  may  be  applied,  but  only  to  a  safe  level. 

Problems  with  the  heating  distribution  systems  are  diagnosed  and  treated. 

High  density  cellulose  insulation  is  blown  through  small  holes  into  the  ceiling  and  the 
sidewalls  when  possible,  to  treat  conductive  and  convective  energy  loss  simultaneously. 

Heating  systems  are  tuned  and/or  replaced  when  required,  and  energy  education  is 
provided  that  is  specific  to  the  energy  consumption  practices  of  the  building  occupants. 

Many  state  programs  are  leveraging  significant  private  funding.  In  New  York,  low 
income  apartment  units  get  weatherized  if  building  owners  make  at  least  a  25%  investment  in 
the  energy  conservation  work.  In  five  years  New  Yorker  raised  contributions  of  over 
$30,000,000  in  private  landlord  investment  in  the  program. 

On  the  average,  the  New  York  WAP  in  1992  saved  each  household  weatherized  $350  on 
its  annual  heating  bill,  or  stated  another  way,  we  helped  New  Yorkers  who  were  spending  about 
18%  of  their  income  on  bills  cut  that  to  12%  of  their  income  for  each  of  the  next  15  years. 
Getting  3%  of  your  whole  income  back  is  significant  help. 

Further,  I  have  always  been  involved  in  the  employment  and  training  field.  In  Michigan 
I  directed  the  state's  programs  in  this  network.  Weatherization  is  the  epitome  of  preparation  for 
good  jobs  at  good  wages  and  it  trains  people  in  a  skill  that  is  readily  transferable  to  the  private 
sector  entrepreneurship  opportunities  and  to  the  needs  of  a  sustainable  economy. 

In  my  former  home,  Michigan,  Detroit  Edison  granted  $8,300,000  to  community 
agencies  last  month.  The  May  16,  1994  report  in  Economic  Opportunity  Report  said,  "the  PSC 
(Public  Service  Commission)  anticipates  that  Community  Action  Agencies  will  plan  a  significant 
role  in  the  programs  because  they  (the  programs)  must  be  managed  by  experienced  groups. 
Further,  the  project  has  limited  administrative  overhead,  another  hallmark  of  CAAs." 

The  human  side  of  the  program's  impact  can't  be  reflected  statistically.  I  would  like  to 
share  just  two  examples  of  the  program's  impact  on  persons  served  through  the  WAP  of  Action 
for  a  Better  Community  (ABC),  Inc: 
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Case  Example  ffl 


Three  years  ago,  Mrs.  Smith,  a  working  single  mother  of  a  then  3  year  old  boy 
purchased,  for  $1,  a  house  in  a  safer,  more  stable  neighborhood  than  hers  from  the  city 
of  Rochester.  The  city  estimated  that  an  investment  of  nearly  $35,000  would  be  required 
to  bring  the  house  into  total  compliance  with  the  building  codes.  So,  for  almost  three 
years  Mrs.  Smith  saved  every  nickel  she  could  fh)m  her  wages,  savings  and  income  tax 
refunds  to  generate  $10,000  toward  the  renovation  costs;  and  she  was  able  to  obtain  a 
grant  of  $8,500  in  Community  Development  Block  Grant  (CDBG)  funds. 

Mrs.  Smith  who  worked  at  a  household  goods  store  used  the  layaway  until  she  could 
afford  to  buy  light  fixtures,  tiles,  wiring,  tools  and  paint  bit  by  bit,  and  piece  by  piece, 
to  install  in  her  new  house. 

When  Mrs.  Smith  applied  to  the  Weatherization  program  in  April  1993  she  still  didn't 
have  enough  money  for  the  heating  system.  But  she  had  enlisted  the  support  and  sweat 
of  family  and  friends  to  provide  free  labor  -  instead  of  the  costly  services  in  the  original 
estimate.  The  dollars  she  had  accumulated  could  be  spent  mostly  on  materials.  When 
ABC  made  door  and  window  repairs,  fixed  other  air  flow  problems  and  installed  a  new 
heating  system  her  dream  of  home  ownership  was  realized. 

Case  Example  M2  \^^ 

A  desperate  family  applied  for  WAP  services.  They  had  not  had  a  working  furnace  for 
several  years.  The  husband,  wife  and  3  year  old  and  an  infant  grandchild  would  cuddle 
together  in  one  room  with  a  dangerous  space  heater  and  the  old  cooking  oven  going  to 
keep  warm  at  night,  because  they  could  not  afford  a  new  heating  system. 

The  husband  was  and  is  employed  as  a  waiter  and  going  to  school  to  get  a  business 
degree,  but  did  not  earn  very  much  money.  As  you  know,  over  a  million  such  families 
go  without  heat  every  winter  -  and  we  have  seen  babies  in  this  situation  brain  damaged 
by  CO^  poisoning.  You  know  of  too  many  deadly  fires  when  children  are  using  space 
heaters. 

The  ABC  WAP  program  was  able  to  install  a  new  heating  system  and  retrofit  the  energy 
system  to  improve  this  family's  health  situation  and  keep  them  on  the  path  to  self- 
sufficiency. 

Mr.  Chairman,  you  have  a  seasoned  WAP  network  meeting  many  integrated  goals  of  this 
program.  In  the  residential  sector,  where  all  American  families  are  potential  consumers  for  such 
services,  it  has  no  peer  technically,  nor  in  institutional  terms;  our  agencies  are  run  by 
community  boards  of  neighbors  with  at  least  a  third,  by  law,  low  income  people.  Our 
communities  hire  and  fire  us;  our  governors  lead  us,  we  can  help  the  public  and  Congress  realize 
numerous  objectives. 
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Funding  remains  a  critical  constraint.  In  1988  Community  Action  Agencies  had  $500 
million  from  all  sources  to  invest  in  these  energy  improvements  and  we  learned  new  ways  of 
saving  energy.  We  learned  that  larger  investments  have  higher  and  longer  payback  than  small 
investments,  and  then  funding  began  to  drop  with  LIHEAP  cuts  and  the  exhaustion  of  oil 
overcharge  restitution  funds.  The  President's  request  for  a  budget  their  $280  million  by  FY 
1996  will  still  leave  us  with  spare  capacity  and  millions  of  homes  in  need. 

The  latest  Oak  Ridge  analysis  shows  that  2. 1  million  families  had  extraordinarily  high 
consumption  and  also  high  "burdens",  or  energy  bills  as  a  percent  of  their  income.  It  will 
probably  take  close  to  $4  billion  from  all  sources  just  to  fix  these  homes  with  the  highest 
potential  return  on  investments.  And  we  will  certainly  be  called  upon  to  serve  some  vulnerable 
families  not  in  that  population. 

This  program  is  most  effective  when  combined  with  funds  for  housing  repair. 
Weatherization  crews  walk  away  from  many  desperately  needy  homes  because  of  code  problems. 
In  New  York,  CSBG  and  state  funds  help  us.  If  you  can  marry  HUD  funds  to  our  crews,  we 
could  do  much  more.  It  doesn't  work  in  reverse;  most  housing  rehab  workers  are  not  trained 
in  energy  retrofitting. 

We  want  this  Committee  to  use  our  skills  more  broadly  and  more  frequently  in  energy 
efficiency  programs.   To  that  end,  we  recommend  the  following: 

1)  This  bill  should  deal  with  the  possibility  that  full  implementation  of  WAP  investment 
decisions  based  on  audit-driven  programs  will  point  to  higher  levels  or  different  measures 
than  would  be  allowed  under  the  Section  415  provisions  legislated  in  1986  and  amended 
in  1990.  We  trust  the  Secretary  to  make  any  needed  alterations  to  meet  program  goals 
and  hope  the  Committee  will  give  her  broad  authority  to  do  so.  A  proposed  amendment 
is  attached  to  my  testimony. 

2)  The  Committee  should  maintain  its  leadership  role  in  rescuing  the  LEHEAP  program;  and 
help  the  rest  of  the  Administration  understand  as  Secretary  O'Leary  clearly  does,  the 
energy  burdens  on  the  poor  and  potential  for  relieving  them  our  network  has  developed. 
LIHEAP  programs  will  probably  cut  contributions  to  Weatherization  by  over  $50  million 
of  the  originally  projected  $130  million  they  would  have  contributed  in  FY  1995.  Your 
support  of  creative  initiatives  in  S.2000  last  month  is  a  big  help  to  the  program  and  low 
income  families.   Help  us  get  funds  appropriated  as  you  have  before. 

3)  The  Subcommittee  should  press  the  Department  to  include  renewables  in  Weatherization 
programs.  Our  agencies  can  create  markets  for  solar  and  wind  technology  and  start 
training  the  work  force  that  market  will  need.  The  Solar  Industry  is  a  welcome  and 
willing  partner. 

4)  The  Subcommittee  should  mandate  that  DOE's  other  conservation  grant  programs  and 
any  of  its  efficiency  initiatives  and  EEPACT  implementation  programs  use  the 
Weatherization  subgrantees  to  deliver  the  services  and  labor  that  has  been  tested  and 
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shown  to  be  unrivalled.  Your  encouragement  to  get  Section  1 12  of  EEPACT  funded  will 
help  us  get  a  stronger  voice  before  state  Regulatory  Commissions. 

5)  The  Subcommittee  should  help  us  ensure  that  new  EKDE  Quality  Measures  include 
fairness,  consumer  impacts,  health  and  safety  and  employment  effects  when  testing  a 
program.  WAP  can  pay  back  $1.07  on  every  appropriated  dollar  if  all  these 
considerations  are  omitted  -  so  WAP  does  not  "need"  them  to  get  funding.  However, 
without  these  measures,  no  program  can  be  successful  for  long  on  this  planet  much  less 
in  the  political  climate  of  our  times. 

We  support  analytic  approaches  to  "green'  ideas;  we  think  its  a  better  bet  to  spend 
money  on  weatherization  than  to  require  the  poor  by  law  to  replace  their  old  water 
heaters  with  heat  pumps.  A  fair  system  for  addressing  possibly  regressive  policies  is 
important  to    institutionalize. 

6)  Finally,  the  Subcommittee  should  continue  to  support  leveraging  efforts  in  Weatherization 
without  giving  into  wishful  thinking  about  rq)lacing  government  funding  with  utility 
DSM  funding.  60%  of  all  utility  low-income  programs  are  in  California.  The  rest  are 
concentrated  in  less  than  a  dozen  states,  including  New  York,  and  focus  on  utility 
customers  and  measures. 

Again,  I  would  like  to  thank  you  for  this  opportunity,  and,  I  hope  that  you  will  support 
the  continuation  of  this  American  success  story. 
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PI.  440  Sectioa  415  insert  a  new  section 

(f)  The  Secretary  nuy  waive  or  amend  the  preceding  requirements  of  this  section  if 
evaluation  of  the  results  and  requirements  of  this  program  demonstrates  that  such 
amendment  would  materially  improve  its  performance  in  achieving  the  goals  of  this  Act 
and  any  Climate  Action  Plan  imi^emented  pursuant  to  treaty  agreements  of  the  United 
States,  provided  that  such  amendment  is  submitted  to  Congress  for  review  at  least  120 
days  prior  to  its  becoming  effective  and,  further,  that  the  grantees  and  subgrantees  of  the 
program  and  die  i»ivate  sector  partners  of  the  program  have  been  fully  consulted  and 
informed  regarding  such  amendment. 

This  section  is  necessary  in  order  to  ensure  that  the  lessons  learned  during 
implementation  of  the  new  diagnostic  technologies  and  energy  efficiency  measures 
mandated  pursuant  to  the  1990  legislation  can  be  incorporated  in  the  program  structure 
\fthe  lessons  are  that  current  restrictions  are  counterproductive  to  the  energy  efficiency 
and  targeting  goals  of  the  program.  It  also  permits  the  Secretary  to  integrate  measures 
and  priorities  which  reduce  carbon  emissions  if  these  meet  the  overall  program  goals  but 
are.  in  some  unforeseen  respea.  incompatible  with  current  cost  or  technology  limitations. 

As  effective  energy  evaluation  systems  become  commonplace  -  the  program  investments 
should  be  determined  by  the  output  cf  diese  audits  and  they  may  or  may  not  fit  tite 
constraints  established  in  the  1990  or  even  the  1986  Act. 
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Mr.  Sharp.  The  Chair  would  now  like  to  recognize  my  distin- 
guished colleague  from  California,  Mr.  Moorhead. 

Mr.  Moorhead.  Thank  you,  Mr.  Chairman.  I  want  to  welcome 
the  witnesses  here  today.  I  have  1  or  2  questions  for  Mr.  Sklar. 

How  often  does  ECRE — what  is  its  annual  appropriation? 

Mr.  Sklar.  It  has  received  in  the  last  few  years  close  to  $2  mil- 
lion a  year,  so  not  an  inordinate  amount.  It  meets  formally,  I  be- 
lieve, twice  a  year,  but  works  really  in  subcommittees  that  meet 
much  more  frequently.  And  the  subcommittees  involve  financing, 
trade  export  development,  training,  and  like  Congress,  most  of  the 
work  is  involved  in  those  committees  rather  than  the  full  meetings. 

The  full  meetings  are  used  really  to  report  progress  and  to  sort 
of  use  the  bully  pulpit  to  get  agencies  to  work  together. 

Mr.  Moorhead.  Are  you  expecting  more  money  in  the  future? 

Mr.  Sklar.  Obviously,  in  my  testimony,  I  explain  the  fact  that 
the  markets  are  very  robust  right  now  and  the  opportunities  pro- 
found, and  we  are  pushing  to  get  some  more  dollars  to  meet  our 
international  competitors  head  to  head.  So  yes. 

And  the  program  has  demonstrated  itself  successful,  so  we  felt 
it  has  a  proven  track  record. 

Mr.  Moorhead.  Would  you  kind  of  describe  for  us  some  of 
CORECT's  activities  that  have  resulted  in  tangible  benefits  to  the 
United  States  or  U.S.  territories? 

Mr.  Sklar.  Yes,  I  think — ^the  four  that  I  think  are  the  most  sig- 
nificant are  the  establishment  of  this  financing  office  for  small- 
scale  technology  at  the  World  Bank,  which  in  Indonesia  alone  has 
developed  a  $600  million  market  for  us  over  the  next  few  years. 
That  would  never  have  happened  if  we  just  sat  around. 

And  U.S.  industry  not  only  is  engaged  in  Indonesia,  but  one  of 
our  companies  in  the  wind  energy  technology  area  is  even  using 
the  Japanese,  their  AID  program,  to  soak  the  rural  electrification 
market.  The  first  time  I  have  ever  known  a  U.S.  company  to  use 
a  Japanese  AID  program  to  promote  itself. 

Obviously,  a  big  country  with  a  big  market  for  us  is  Asia.  The 
first  renewable  energy-oriented  loan  for  renewables,  $12  million,  is 
in  play,  but  it  will  develop  $50  million  worth  of  activities  for  us; 
and  the  United  States  holds  the  competitive  lead. 

The  third  one,  I  believe,  is  Brazil,  where  at  the  UNCED  con- 
ference. Assistant  Secretary  Mike  Davis,  at  the  time,  went  with  in- 
dustry out  to  the  northeastern  states — Ceara,  Pemambuco — in 
Brazil,  and  as  a  result  of  the  utility's  willingness  to  do  electrifica- 
tion there,  it  is  looking  right  now  that  we  are  going  to  have  a  half- 
a-billion-dollar  market  in  northeastern  Brazil  for  our  technologies. 

And,  again,  it  is  U.S.  industry  that  holds  the  technological  lead. 
It  is  how  you  use  the  Federal  Crovernment  as  the  facilitator  to 
make  action  happen,  but  with  industry  bearing  most  of  the  cost. 
That  is  the  name  of  the  game  here. 

Mr.  Moorhead.  How  do  these  activities  fit  in  with  the  U.S.  Cli- 
mate Change  Action  Plan? 

Mr.  Sklar.  I  think  they  are  beneficial  in  that  renewable  tech- 
nology and  efficiency  technology  happens  to  displace  sometimes  the 
inefficient  technologies  or  technologies  that  add  greenhouse  gases. 
So  it  is  a  match. 
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But,  frankly,  these  sets  of  activities  came  out  of  crass,  hard  en- 
ergy policy  and  market  opportunity;  but  obviously,  they  coexist 
very  nicely. 

Mr.  MOORHEAD.  How  do  the  activities  of  CORECT  impact  on  the 
global  greenhouse  gas  problem? 

Mr.  Sklar.  Well,  again,  we  have  said,  for  instance,  in  the  big  five 
countries  that  might,  for  instance,  go  to  coal — China,  India,  Brazil, 
Mexico,  Indonesia — which  could  have  some  profound  implications  if 
used  inefficiently,  they  also  have  a  profound  renewable  resource 
base.  So  those  in  the  hydro  biomass  wind,  solar  thermal  business 
see  some  immense  activity  in  promoting  our  technologies.  And, 
frankly,  we  have  a  few  U.S.  coal  companies  that  will  be  involved 
in  some  projects  pushing  to  promote  these  technologies  as  an  ad- 
junct. 

So  we  see  it  as  a  way  to  leverage  our  technology  as  a  positive 
way  for  pollution  prevention. 

Mr.  MooRHEAD.  I  have  a  question,  too,  for  Ms.  Stewart. 

How  are  SECP  and  the  ICP  funds  allocated  among  the  States? 
How  do  you  divide  them  up? 

Ms.  Stewart.  They  are  allocated  by  formula,  which  NASEO  feels 
is  appropriate  at  the  moment  and  agreeable  to  all  the  States. 

Mr.  MoORHEAD.  The  moment  changes  from  year  to  year. 

Ms.  Stewart.  No,  actually,  the  formulas  for  the  allocation  of  the 
SECP  and  ICP  dollars  have  been  handled  very  well  and  have  not 
been  a  subject  of  great  contention  among  the  States  or  within 
NASEO. 

Mr.  Moorhead.  You  all  seem  to  be  happy. 

Ms.  Stewart.  With  the  formula,  correct.  With  the  level 

Mr.  Moorhead.  They  would  like  a  little  more. 

Ms.  Stewart.  Sure,  we  would  like  a  little  more,  but  the  formula 
works. 

Mr.  Moorhead.  Is  it  possible  to  calculate  the  impact  SECP  and 
ICP  and  the  Weatherization  Program  have  had  on  the  greenhouse 
gas  emission? 

Ms.  Stewart.  I  believe  that  the  Department  of  Energy  had — and 
someone  can  correct  me  if  I  am  wrong,  but  I  believe  the  Depart- 
ment has  done  some  work  on  that  and  probably  has  some  informa- 
tion that  they  could  provide  in  terms  of  the  impact  of  the  SECP 
and  ICP  programs  nationally. 

Certainly,  in  Indiana,  we  have  evaluated  that  as  well,  and  I 
would  be  pretty  certain  that  most  of  the  States  in  applying  their 
SECP  and  ICP  resources  have  evaluated  or  are  evaluating  on  a 
continual  basis  the  impact  of  those  resources  on  pollution  reduc- 
tion, greenhouse  gas  emissions  as  well  as  other  environmental  ben- 
efits that  result  from  the  use  of  those  dollars. 

I  don't  have  those  numbers  in  front  of  me,  but  I  think  both  on 
a  State-by-State  basis  and  a  national  basis  those  could  be  provided. 

Mr.  Moorhead.  Thank  you  very  much. 
■    Thank  you,  Mr.  Chairman. 

Mr.  Sharp.  Thank  you  very  much,  Mr.  Moorhead.  Let  me  follow 
up — and  unfortunately,  we  are  running  short  of  time,  but  I  mean 
one  thing  is  that  it  seems  to  me  we  should  take  great  pride  in  the 
way  in  which  we  have  made  enormous  progress — not  as  much  as 
many  of  us  would  advocate  or  like  in  some  of  these  areas,  but  the 
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reality  is  with  CORECT  and  COEECT,  with  minimal  Federal  dol- 
lars, and  aggressive  leadership  by  two  of  the  folks  here  before  us, 
among  others,  we  are  seeing  our  private  sector  find  itself  in  a  far 
better  position  to  compete  and  to  be  engaged  in  something  that  is 
both  of  private  interest  and  public  interest  in  this  country. 

And  I  think  it  is  a  model.  And  in  a  world  with  so  many  things 
going  on,  those  kinds  of  things  oftentimes  do  not  get  highlighted. 

I  think  the  same  applies  to  our  State  Weatherization  Programs 
that  are  plodding  away  at  a  time  when  most  of  the  public  is  not 
paying  attention  to  these.  Naturally,  they  are  not  the  high-priority 
items  for  many  citizens.  Nonetheless,  we  see  dollar  payoff  by  tax- 
payers in  which  we  have  gotten  multiple  dollars  of  returns  to  the 
economy  and  transforming,  in  some  cases,  many  households,  such 
as  in  the  examples  Mr.  Norman  gave  us;  and  it  behooves  us  to  step 
aside  and  recognize  that  from  time  to  time. 

Because  these  are  not  big  drains  on  the  Federal  treasury,  and 
these  are — in  all  cases,  including  the  Weatherization  Program  and 
others,  leveraging  other  investment  dollars  that  have  a  payoff  for 
the  broader  public  interest.  I  think  it  is  important  to  recognize 
that. 

Let  me  turn  to  Ms.  Stewart  and  say  about  the  formulas  that 
while  we  do  not  have  fights — I  wanted  to  just  sort  of  speak  to  both 
Mr.  Norman,  and  Ms.  Stewart,  since  a  few  of  her  members  are  en- 
gaged in  the  question  of  the  LIHEAP  formula  and  Weatherization 
formula — as  to  how  we  are  going  to  distribute  these  funds;  and  Mr. 
Riggs  was  testifying  they  are  seeking  a  consensus  from  some  of  you 
folks  on  how  to  do  that. 

I  would  just  urge  you  to  do  ever3rthing  you  can  to  push  each 
other  to  come  to  as  much  of  a  consensus  as  you  can,  because  we 
have  great  difficulty  here  in  being  able  to  politically  arrive  at  a 
conclusion.  You  undoubtedly  are  having  the  same  political  dif- 
ficulty, but  at  least  you  folks  are  more  intensely  knowledgeable  and 
on  the  ground  with  the  program;  and  it  will  make  our  job  a  lot 
easier  in  the  reauthorizing  process  if  we  do  not  get  bogged  down, 
as  we  regularly  do  on  some  of  these  things,  over  a  mad  political 
fight  that  may  not  turn  out  to  actually  serve  the  interests  that  we 
think  we  are  serving  when  we  adopt  the  formula.  Because  it  will 
invariably  involve  an  intense  compromise  and  probably  be  done  at 
the  last  minute  in  the  legislative  process,  without  as  good  a  knowl- 
edge of  how  the  formula  actually,  in  fact,  works. 

So  I  guess  what  I  would  stress  with  you,  as  well  as  the  Depart- 
ment, is  that  it  is  imperative  that  you  move  forward  as  rapidly  and 
as  certainly  as  you  can  so  that  we  can  have  a  comfort  level  in  the 
legislative  process  that  we  can  depend  upon  you  folks  and  the  De- 
partment to  exercise  its  public  authority  to  set  that,  and  then  we 
can  proceed  with  the  other  issues  and  avoid  the  tough  political  bat- 
tle. 

Mr.  MooRHEAD.  Mr.  Chairman. 

Mr.  Sharp.  Mr.  Moorhead. 

Mr.  Moorhead.  You  know,  I  think  we  all  believe  very  strongly 
in  these  conservation  programs  and  having  alternative  forms  of 
fuel,  but  I  know  we  talked  earlier,  before  I  got  here,  about  the  Stra- 
tegic Oil  Reserve  and  so  forth.  I  very  strongly  believe  that  we 
should  fill  that  reserve.  I  have  a  feeling  it  is  a  terrible  mistake 
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when  oil  is  at  a  reasonable  price  and  it  is  available  that  we  not 
have  that  security  for  our  country. 

I  do  not  want  to  see  them  tie  it  to  the  Naval  Petroleum  Reserve 
in  California.  I  think — they  have  not  been  tied  together  before,  and 
I  think  it  is  a  drastic  mistake  for  them  to  tie  it  together. 

Mr.  Sharp.  They  are  technically  tied  together,  but  we  keep  ex- 
empting the 

Mr.  MoORHEAD.  I  know,  but  the  wording.  I  have  been  on  this  En- 
ergy Committee  for  a  long,  long  time  and  I  believe  that  America 
must  have  the  protection  of  having  a  source  of  energy  that  is  avail- 
able to  us,  and  that  includes  conservation,  and  includes  wind  and 
thermal  and  solar  and  a  whole  raft  of  things.  And  they  are  being 
used  to  a  great  extent  out  in  California,  in  my  State,  I  think  you 
all  know. 

But  oil  is  something  that  is  extremely  valuable  to  us,  and  I  do 
not  want  to  see  us  use  it  up  too  fast.  But  we  are  going  to  have  to 
have  it  to  keep  the  machinery  running  down  through  the  years, 
and  the  more  protection  we  have  with  that  reserve — I  know  you 
fought  to  build  up  that  reserve,  but  it  seems  no  administration 
wants  to  spend  the  money  on  it.  And  while  the  Democrats  were 
urging  for  it  to  be  filled  under  Bush  and  Reagan,  they  are  dragging 
their  feet  right  now;  and  I  think  it  is  a  big  mistake. 

I  said  it  was  a  mistake  when  Bush  and  Reagan  were  not  doing 
it,  and  I  am  going  to  say  just  as  loudly  that  it  is  a  mistake  now. 

Mr,  Sharp.  Well,  I  certainly  agree  with  your  logic  and  have  al- 
ways been  an  advocate  of  filling.  I  find  that  I  am  beginning  to  run 
out  of  steam  on  it,  not  because  there  is  a  Democratic  administra- 
tion, but  because  it  is  confirming  the  budgetary  realities  that  Re- 
publican and  Democratic  appropriators  in  the  House  and  Senate 
and  both  Bush  and  Reagan  and  Clinton  administrations  have 
taken,  which  is  everybody  says  they  would  love  to  do  it  until  they 
are  confronted  with  the  deficit  and  alternative  spending  things. 

Mr.  MoORHEAD.  But  it  is  a  question  of  priorities.  We  are  spend- 
ing money  on  a  lot  of  things  that  are  not  as  important. 

Mr.  Sharp.  I  couldn't  agree  more.  One  of  the  reasons  I  sought 
vigorously  an  alternative  financing  mechanism  was  just  the  screw- 
ball way  we  had  to  do  it  because  of  jurisdictional  reasons,  where 
we  were  going  to  force  the  oil  companies  to  contribute  what  really 
was  a  tax,  is  what  it  was  intended  to  be,  on  crude  oil,  so  that  we 
would  have  the  money  to  put  in  the  reserve.  And  it  cost  us  less 
than  half  a  cent  per  gallon  of  gasoline,  which  the  market  goes  way 
up  and  down  and  around  for  the  half  cent  by  the  consumer. 

So  I  don't  think  anyone  would  have  known  or  cared,  except  we 
would  have  had  a  steady  funding  stream  for  the  reserve.  Well,  Sen- 
ator Johnston  was  unable  to  get  that  and  we  were  unable  to  get 
that  in  the  House  of  Representatives,  in  the  committee.  So  it  is  a 
real  tough  problem  now  to  get  the  dollars  out  of  everybody  to  pay 
for  the  oil. 

A  year  from  now  if  there  is  a  crisis,  you  can  be  sure  there  will 
be  a  new  desire  to  do  it.  Of  course,  as  people  alluded  to,  we  will 
buy  it  when  the  oil  is  more  expensive,  instead  of  now  when  it  is 
smart  to  do  it  with  fewer  dollars. 

I  want  to  say  I  appreciate  that  the  gentleman  has  always  been 
a  strong  advocate  and  supporter  of  these  conservation  and  renew- 
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able  resource  programs,  as  well  as  the  reserve;  and  that  has  been 
extremely  important  politically  to  accomplishing  these  things 
through  the  years  that  nobody  cared,  and  we  have  seen  real 
progress — and  his  State,  unquestionably,  has  been  the  leader — and 
sometimes  we  ended  up  trying  to  adopt  at  the  Federal  level  what 
California  had  already  demonstrated  was  workable. 

Mr.  MOORHEAD.  Thank  you. 

Mr.  Sharp.  I  appreciate  the  gentleman's  time  and  attention. 

This  is  not  the  appropriate  hearing  to  raise  it,  but  we  will  be 
talking  with  the  gentleman  from  California  about  it,  and  maybe 
Mr.  I^apels  or  Mr.  Rezendes  might  want  to  shed  some  light,  but 
the  issue  is  arising  in  the  process  over  the  question  of  the  ban  of 
exports  on  Alaskan  oil  out  of  the  recognition  that  there  are  enor- 
mous transportation  efficiencies,  savings  of  money  to  be  gained  by 
changing  that  distortion  in  the  market  as  well  as  keeping  up  en- 
hanced production  investments,  or  to  allow  for  enhanced  production 
investments  in  Alaska  as  well  as  California  production,  which  is 
depressed  by  the  ban. 

Mr.  MoORHEAD.  That  is  causing  nothing  but  trouble. 

Mr.  Sharp.  And  I  think  there  is  an  additional  question  which  re- 
lates to  Naval  Petroleum  Reserve  out  of  there,  which  is,  the  tax- 
payers would  probably  get  more  money  for  their  assets  with  that, 
but  that  ban  depresses  the  value  of  the  Federal  assets  and  the  Fed- 
eral revenue  that  is  therefore  gained  from  the  sale  of  the  oil  out 
of  the  reserve. 

I  don't  know  if  Mr.  Krapels  or  Mr.  Rezendes  wants  to  comment 
on  that. 

Mr.  Rezendes.  Yes,  Mr.  Chairman.  In  fact,  we  touch  on  this 
issue  in  our  report  that  we  are  releasing  today,  which  we  did  for 
you,  looking  at  the  ways  to  enhance  revenues  from  the  Naval  Pe- 
troleum Reserve.  We  note  that  lifting  the  ban  on  the  export  of  Alas- 
kan North  Slope  oil  would  certainly  increase  the  prices  of  oil  in 
California,  which  would  have 

Mr.  Sharp.  Crude  oil? 

Mr.  Rezendes.  Crude  oil,  which  would  likely  increase  the  prices 
received  for  oil  from  the  Naval  Petroleum  Reserve. 

Mr.  Sharp.  Mr.  Krapels? 

Mr.  Moorhead.  Mr.  Chairman,  I  think  a  big  problem  is  on  the 
Alaskan  crude,  people  are  concerned  about  what  would  happen  in 
times  of  shortages  of  fuel  when  we  did  not  have  a  ready  supply 
available  to  buy.  We  obviously  would  need  to  make  our  contracts 
for  selling  it  to  Japan  and  others  that  would  allow  us  to  be  released 
at  times  when  we  did  not  have  a  supply  ourselves. 

But  California  crude  is  available  and  it  is  cheaper  in  many  ways 
to  buy  oil  from  Venezuela  or  other  places;  if  we  were  selling  our 
oil  crude  from  Alaska  to  Japan,  it  is  kind  of  a  trade  of  dollars,  but 
it  would  enable  us  to  get  the  most  and  the  best  out  of  what  we  had 
available. 

Mr.  Moorhead.  A  lot  of  the  wells  in  California  are  shutting 
down,  never  to  be  opened  again,  the  slow  producers,  because  there 
is  so  much  of  that  heavy  crude  coming  down  from  Alaska,  and  they 
just  cannot  make  it  on  the  amount  of  money  they  can  be  paid. 

Mr.  Sharp.  Mr.  Krapels,  you  wanted  to  comment? 
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Mr.  Krapels.  Congressman  Moorhead,  I  agree  with  that  entirely, 
and  it  is  an  utterly  unnecessary  loss  of  domestic  crude  oil  produc- 
tion. And  the  crude  export  ban  is  another  relic,  really,  of  a  different 
world.  The  oil  market  is  so  different  today  from  what  it  was  20 
years  ago  that  there  are  many  ways  of  securing  California's  crude 
more  cheaply  than,  or  West  Coast  crude,  m.ore  cheaply  than  by 
banning  export  crude.  It  hurts  everyone.  It  is  a  loss-loss  any  way 
you  look  at  it. 

Mr.  Sharp.  We  are  carrying  on  because  I  was  very  concerned, 
and  I  did  not  mean  to  correct  Mr.  Rezendes.  He  knows  the  issue 
very  well  on  crude  oil  prices,  but  we  wanted  to  make  sure  people 
understand  that  many  economists  and  others  believe  there  is  quite 
a  difference  between  consumer  prices  and  crude  oil  prices,  and  that 
the  changing  of  the  ban  is  less  likely  to  have  an  impact  on 
consumer  prices  and  much  more  likely  to  have  an  impact  on  pro- 
duction prices  and  the  margins  that  are  made  by  both  producers 
and  refiners  and  the  people  before  the  consumer  ever  sees  this. 

But  the  impact  on  the  consumers  is  likely  to  be  very  negligible 
because  of  a  highly  competitive  market.  That  is  my  understanding 
at  this  point;  and  some  people  want  to  argue  differently,  and  that 
is  fine.  But  it  seems  unlikely  that  either  consumers  or  security  of 
supply  is  being  protected  by  something  that  sometimes  runs 
counter-intuitive — when  you  think  you  are  preserving  a  supply  for 
ourselves  and,  in  fact,  you  are  forcing  it  into  much  more  expensive 
transportation  and  rearranging  all  kinds  of  production  and  dis- 
tribution channels  as  a  result.  It  is  just  eating  up  dollars  to  do  so. 

Well,  ladies  and  gentlemen,  I  certainly  appreciate  your  time  and 
attention  to  this.  We  appreciate  your  recommendations  and  sugges- 
tions. We  are,  on  our  subcommittee,  going  to  make  sure  we  have 
a  consensus  to  move  forward  on  the  reauthorization  issues  here, 
and  we  appreciate  your  attention  on  the  matter. 

Thank  you  very  much. 

[Whereupon,  at  11:40  a.m.,  the  hearing  was  adjourned.] 
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